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THE SUPPOSED NECESSITY OF THE LEGAL 
TENDER PAPER. 


IN any investigation relative to our legal tender paper, 
one naturally distinguishes between the issues of the civil 
war period and those coming as a part of our experience 
with silver. It is to a particular phase of the former that 
attention is called in this article. We pass over the de- 
tails of some important steps, such as the issue of demand 
notes in July, 1861, the $150,000,000 loan by the associated 
banks, and the suspension of specie payment, by which 
Congress was led to issue the United States notes. It is 
proposed here to take a survey of the conditions prevail- 
ing in the period beginning early in 1861, and ending 
about June 30, 1862, with a view to ascertaining whether 
the necessity did, in fact, exist for the several issues of 
these notes during the Civil War. The period covered is 
the critical one for this purpose, since by its close Con- - 
gress was fully alive to the importance of heavy taxation, 
and the government had learned the necessity of paying, 
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indirectly, if not directly, a rate of interest on loans suf- 
ficiently high to attract investors. After such a stage 
had been reached, there was comparatively little danger 
of the inauguration, de novo, of a legal tender paper. 


In the fall of 1861 a large part of the work of the 
Ways and Means Committee was divided between two 
sub-committees ; one having charge of matters relating to 
loans, the other of those relating to revenues. The former 
was composed of three members,— E. G. Spaulding, of New 
York, Erastus Corning, of New York, and Samuel Hooper, 
of Massachusetts. The legal tender legislation was initi- 
ated by this sub-committee of three. Hooper, for the 
first time, took his place in the House of Representa- 
tives in December, 1861, and owed his opportunity for a 
seat to the resignation of William Appleton, whose failing 
health compelled him to give up a valuable service to 
the country. This change of membership from the Suf- 
folk District of Massachusetts was of the first importance 
in the matter of United States note issues. 

Appleton had been persuaded to serve in the Congress 
of 1851-52, in that of 1853-54, and again in the extra 
session of 1861. During the entire period of his Con- 
gressional life he was a member of the Ways and Means 
Committee. His services in the summer of 1861 were 
declared to “have been of the very highest value, since 
his efforts, which were as devoted and active as those of 
the strongest political ally of the administration, were 
also guided by an experience and knowledge of the com- 
merce and resources of the country such as probably no 
other member of the committee, or perhaps of the House, 
possessed.” * The personal testimony of his contempora- 
ries ¢ informs us that the business community of Boston 


*See Boston Advertiser, September 30, 1861. 
t For example, the late Professor Charles F. Dunbar and Mr. T. Jefferson 
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considered the monetary and financial interests of the na- 
tion to be much safer in his hands than in those of his 
successor. All of the evidence from his contemporaries 
and from the results of the summer session of 1861 points 
to his opposition to attaching the legal tender quality to 
paper money. 

Samuel Hooper was a man of wide business experience 
and of considerable information on currency questions; 
but his views, as expressed in 1855,* clearly foreshadow 
his attitude on the legal tender question in 1861 and 
1862. He believed that the “ Continental money ” of the 
old Confederacy had “ effected a good and great work at a 
most critical time, and the loss by its total depreciation was 
not much greater or less justly distributed than it would 
have been by any scheme of taxation.” | He held that gold 
and silver only should make up the currency in times of 
peace, but that paper money might well be resorted to in 
great emergencies. At such times, he said, “it may be 
used for the business transactions within the country, to 
release the coin from that service, so that it [coin] may be 
used by the government . . . for the common welfare.” t 
Being thus committed to the policy of a legal tender paper 
in times of emergency, having no confidence in any sys- 
tem of bank-note issues, and being in close sympathy with 
the administration, Hooper was in the frame of mind and 
in a position of influence to assist materially in giving the 
country a legal tender paper money in February, 1862. 

As it happened, in January the Ways and Means Com- 
mittee was equally divided on the question of recommend- 
ing to the House the legal tender feature of the bill which 
afterwards became the act of February 25, 1862. With- 

*See Hooper’s Currency or Money (1855). These opinions, so far as 
important to us, were reiterated by Hooper in speeches in Congress from 1862 
to 1869, and, therefore, may be presumed to have been held by him during the 
period under review. 

t Ibid., p. 24. 


t Ibid., pp. 71-75 and 87. See also Hooper’s speech of April 6, 1864, in the 
House of Representatives. 
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out changing his views, one of the members (Stratton), 
who was opposed to it, finally consented to let the clause 
go before the House for consideration. It was peculiarly 
true in those doubtful days — such was the frame of mind 
of Congressmen —that whatever recommendation came 
from the Ways and Means Committee had every chance of 
receiving the support of the majority in the House: hence 
the importance of reporting this clause. Had William 
Appleton instead of Samuel Hooper been a member of 
that committee, it is not too much to say that the legal 
tender feature would have failed of recommendation. 


The same pressure for means to support the govern- 
ment which brought about the issue of legal tender notes 
led also to a provision for their deposit as a temporary 
loan with the Secretary of the Treasury. The act of Feb- 
ruary 25, 1862, provided that these notes might be re- 
ceived on deposit for not less than thirty days, in sums of 
not less than one hundred dollars, and could be withdrawn 
in any sum on ten days’ notice. The certificates of de- 
posit issued in return were to bear 5 per cent. interest, 
or less at the discretion of the Secretary. The compara- 
tively small amount of $25,000,000, to which the deposits 
were limited by the act, points to the expectation of only 
slight relief from this source. In fact, this provision was 
inserted more as a means of checking the depreciation of 
United States notes than as a direct means of borrowing.* 
But this field proved to be comparatively fruitful in sup- 
plying funds at a critical juncture. Deposits began to ac- 
cumulate early and very rapidly. During the week end- 
ing March 4, 1862, they amounted to $5,000,000, and dur- 
ing the following week to $4,500,000. Within three 
weeks after this authority was given, it became necessary 
to amend the act by raising the limit of temporary deposits 
to $50,000,000. The following table exhibits the results 
of this device, by weeks, up to July 1, 1862: — 

*See Boston Advertiser, February 13, 1862. 
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Temporary Deposits To Juty 1, 1862.* 


Amount of Amount 
Week ending deposit. withdrawn. Total. 

March 4,1862 . . ... . . « $5,018,455 

March 11,1862 ..... . + 4,527,693 $593,200} $8,952,948 
March 18,1868 ,.... .. . 2,706,386 655,965 10,993,369 
po ee ee 552,675 65,550 11,480,494 
pT Sa a 914,488 167,797 12,227,185 
April 8,1862 . . ... =. . « 2,871,105 622,300 13,975,990 


April 15, 1862 7,266,130 206,905 21,035,215 
April 22, 1862 eevee e so « SGRGRS 487,700 29,711,570 
April 29,1862 . . . .. . . + 17,544,500 192,400 37,063,670 








May 6, 1862. . ... =. + + + 7,608,000 63,500 44,608,170 
May 13,1862 °. . .. .. + « 41,722,000 269,530 46,060,640 
ee ne 56,067,150 
Gap UM s chew te 57,746,116 


We find from the foregoing table that the withdrawals 
of deposits from week to week were at all times compara- 
tively small in amount, and that the totals show an in- 
crease of greater or less moment in every instance. 

As early as March 5 the New York banks set on foot 
a project which smoothed the way to facilitate deposits. 
In furtherance of this project, at a meeting of the Clear- 
ing-house Association held on March 7, its committee 
reported, through George 8. Coe, that “it had become 
necessary and desirable that United States demand 
treasury notes be made a basis for the settlement of 
balances at the clearing house”; and it recommended four 


* This table is compiled from Senator Chandler’s speech of June 17, 1862, 
Congressional Globe, 1862, p. 2774, except that the last item for July 1 is taken 
from the Finance Report for’1862. The figures in the first column (amount of 
deposits) correspond roughly with those given in the daily statements of the 
New York Tribune’s financial column, These latter, being statements for 
transactions at the sub-treasury at New York only, are smaller in the aggre- 
gate than Chandler’s, which are for the whole country. I have not used 
Chandler’s totals, as he seems to have confused another temporary loan with 
the temporary deposits in arriving at his totals. The falling off after March 
11 is due toa letter from Mr. Cisco, assistant treasurer at New York, dated 
March 14, stating that withdrawals would be paid in any notes which had 
been made a legal tender. Since demand notes were wanted for payment of 
import duties, they were withheld from deposit with the government. See 
American Annual Cyclopedia, 1862, p. 456. 


tTotal to date. 
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different methods by which this could be done.* It was 
finally decided to use for such a basis, to the extent of 
$20,000,000,+ the certificates of temporary deposit which, 
in return for the deposit of demand notes, were to be 
issued by the assistant treasurer in convenient and special 
form, payable to any member of the New York Clearing- 
house Association. The clearing-house loan certificates 
which were now to be displaced, bore 7 per cent. interest, 
thus leaving the banks no inducement to expand their 
loans, even at 7 per cent., if thereby they should become 
debtors at the clearing house. The effect of this new plan 
was to relieve the money market at once by furnishing an 
outlet for the treasury notes, and by enabling the banks 
to make loans at 6 per cent. to 7 per cent., paying 5 per 
cent. only on their certificates when thrown debtor at the 
clearing house.t 

The interior banks were not long in learning the ad- 
vantages of a loan in this form; and as early as March 12 
we find their deposits with the sub-treasurer at New York, 
making up a part of the total of $800,000 for the day. 

Considered from the point of view of their supposed 
urgent necessity, the issue of the United States notes 
authorized by the act of February 25 was long delayed. 
The contract for engraving and printing was not awarded 
until March 10, and no issues actually reached the sub- 
treasury at New York until the first week in April. By 
April 12 notes in large denominations were being issued, 
and, not circulating freely, accumulated in the banks, 
which in turn, on that date, placed them on deposit at 





*See the New York Tribune, financial column, March 10, 1862. The legal 
tender notes were afterwards used in the same way. 

t The whole amount authorized by Congress at this time was $25,000,000. 
On March 11 clearings were made in the 5 per cent. certificates of temporary 
deposits. See New York Tribune, March 12, 1862. 

tSee New York Tribune, financial column, March 6, 1862. 

§See Boston Advertiser, April 7, 1862, and New York Tribune, April 7, 
1862. In the Tribune of April 1 we find a statement that the notes are ready 
to forward to Washington. 
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5 per cent. interest to the extent of nearly one million 
dollars. On the single day of April 21 the large sum 
of $2,300,000 was deposited,* and Secretary Chase 
began to consider the reduction of the rate of interest to 
4 per cent. An order to that effect was issued April 
25, an exception being made in the case of clearing-house 
banks, since they extended the use of certificates of deposit 
for purposes of clearings from $20,000,000 to $40,000,000, 
and since their deposits were likely to prove more per- 
manent than those of other banks and of individuals. Up 
to this time less than $3,000,000 had in the aggregate 
been withdrawn from deposit ; and on Saturday, May 8, 
the assistant treasurer in New York ceased paying 5 per 
cent. interest. The deposits on the preceding day were 
the largest any single day had afforded, and several large 
lots offered on May 3, at 5 per cent., were refused by the 
government.t From all appearances the line might have 
been carried on rapidly to the $100,000,000 mark. Sec- 
retary Chase was not at that time inclined to ask Con- 
gress to extend the $50,000,000 limit, as he anticipated 
that the public would soon begin the conversion of the 
United States notes into 5-20 bonds. Conversions 
on the whole were small, however; and on June 7, Sec- 
retary Chase addressed a letter to the Ways and Means 
Committee, in which he recommended the removal of 
the restriction on deposits. The 5-20 bonds were not 
selling at that time (7.e., aside from conversions) ; and the 
Treasury was dependent upon conversions and customs 
receipts, both of which sources yielded but $380,000 
daily, while the expenditures were $1,000,000 daily. 


*Since the deposits were made largely, after the first week in April, in the 
new legal tender notes, it may seem that the temporary loan could not have 
existed on such a large scale without these notes. This does not, however, 
follow. The deposits could have been made just as advantageously in the 
treasury notes provided for in the plan of the minority of the Ways and Means 
Committee. For this plan see infra, p. 349 et seq. 


t Temporary deposits continued to some extent to come in at 4 per cent. 
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By the act of July 11, 1862,* Congress raised the limit to 
$100,000,000, and left the rate of interest to the discre- 
tion of the Secretary. 

The deposit system created a savings-bank of the safest 
description, where any person having one hundred dollars 
or more could obtain a negotiable government security, 
which, while he keptit, paid him 5 per cent.} interest, and 
which he could sell or have redeemed at any time after 
ten days’ notice. Moreover, by patronizing it, a patriotic 
service was rendered. The ordinary channels of invest- 
ment were more or less closed; and, after the deposit limit 
was reached, the accumulation of funds in the banks which 
could not be used except at very low figures proved an 
embarrassment.¢ The conditions prevailing during the 
experiment to the latter part of June, at least, make it 
evident that, if the government had continued to pay a 
reasonable rate of interest, the amount of deposits would 
have reached a large sum. The system worked much 
better than had been anticipated ;§ but no sooner was its 
machinery in full motion, and no sooner was it evident 
that the people had funds to lend under proper conditions 
and at a proper rate, than Secretary Chase, instead of 
having the deposit limit raised by a simple amendment, 
abandoned the plan by reducing the rate, and attempting 
to force holders of loanable funds to convert the United 
States notes into 5-20 bonds. || 





* By the act of January 30, 1864, the limit was raised to $150,000,000. 
At one time these deposits amounted to over $120,000,000. 

t He received 5 per cent. interest until May 3, 1862, then 4 per cent. on all 
deposits made thereafter. 

tSee New York Tribune, May 12, 1862. Several causes, however, began to 
operate to relieve this embarrassment. The banks used the United States 
notes directly for clearing purposes, the small notes began to circulate freely 
as currency, and the larger notes formed a medium of exchange between the 
West and the Atlantic cities. 

§ Cf. speeches by Chandler and Fessenden in the Senate, June 17, 1862. 


|| The desire to put the debt in a permanent form by conversions into 
5-20 bonds was laudable enough in itself; but, if conditions were not 
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Temporary deposits, then, afforded a means of borrow- 
ing by the government on favorable terms, and was similar 
to the operation of a bank in paying interest on deposits 
and using the funds so received as a source of profit. 

During these operations there were finally brought into 
existence $150,000,000 of circulating treasury notes, partly 
legal tender and partly demand notes. That the legal 
tender quality was not necessary for the success of this 
device is evidenced by the fact that the demand notes 
were used indiscriminately with the legal tender notes 
after the appearance of the latter in April.* It is safe to 
assume, therefore, that the non-legal-tender treasury notes 
proposed in the plan of the minority ¢ of the Ways and 
Means Committee would have served in this capacity abso- 
lutely as well as the United States notes. As these notes 
accumulated in the Treasury in the form of temporary de- 
posits, they were sent to all parts of the Northern States in 
payment of troops, for supplies, and for other expenses of 
the government. It was estimated by such men as Senator 
Chandler that, with fair inducements to return for deposit, 
such as prevailed in the early spring of 1862, they should 
complete the circuit in and out of the Treasury, on the 
average, in thirty days. With the employment of $150,- 
000,000 of non-legal-tender treasury notes in this way, and 
with the maintenance of a reserve of 15 per cent. to meet 
withdrawals, a loan could have been effected which would 
net the government more than the entire amount of the 
favorable for it, the plan must be considered as ill-advised at the time. The 
banks were beginning to hoard the certificates bearing 5 per cent. interest, and 
were using United States notes directly for clearing purposes. If 5 per cent. 
interest had been continued, the banks would have continued their deposits. 
See New York Tribune, June 28, 1862. 

* The demand notes were sought more eagerly than the legal tenders, since 
the former were receivable for import duties. The non-legal-tender quality of 
the demand notes acted in no way as a hindrance to their use in making tem- 
porary deposits. They were the only medium used in making those deposits 
before the appearance of United States notes, and were used after the appear- 
ance of the latter whenever they could be secured. 


t See infra, p. 349 et seq. 
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legal tender notes authorized by the acts of February and 
July, 1862, and March, 1863.* 

The certificates of indebtedness which were authorized 
by the act of March 1, 1862, formed another means by 
which the government was enabled, during the greater 
part of the calender year 1862, to borrow on favorable 
terms. These certificates could be issued “in satisfaction 
of audited and settled demands against the United States,” 
were payable one year after date or earlier, and bore 
interest at the rate of 6 per cent. The important part 
which they played at a time when the Secretary of the 
Treasury felt that he had no resources at hand, and when 
none of the authorized United States notes had been 
issued, can be appreciated from the fact that in the four- 
teen days ending April 1 they were issued to the extent 
of $30,200,000, in satisfaction of pressing claims against 
the government. Selling at 96 per cent. to 97 per cent., 
they were, at the close of the first week in April, attract- 
ing a large amount of capital from the financial centres 
and from the country, because they were paying a higher 
interest than usual for investments in government se- 
curities. 

These two resources of temporary deposits and of cer- 
tificates of indebtedness worked so well that, on the one 
hand, little inclination showed itself for conversion of 
United States notes into the long 5-20 bonds, and, on 
the other, they provided the Treasury temporarily with 
means, which, with the small revenues, were its only re- 
source for a considerable period, and which, with more 
dexterous handling, could have rendered important ser- 
vice in warding off the issue of legal tender notes. 





*In answer to a possible objection that the deposit system had worked 
well because the people had confidence in it, and that this confidence would 
have been destroyed by largely increasing the deposits, it is to be said that the 
authority to sell $500,000,000 of 5-20 bonds at the market price, and the 
power of Congress to make further issues of treasury notes of the description 
recommended by the minority of the Ways and Means Committee, could be 
relied upon to meet any extraordinary demand for repayment of the deposits. 
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Mr. Chase was appointed to the treasury portfolio for 
political reasons rather than for his skill in finance. Of 
the duties in this field he had no knowledge, and no op- 
portunity for preparation. President Lincoln, while aware 
of his stanch character and great abilities, selected him 
as the representative of a large wing of his supporters at 
the election of November, 1860, and as one of his chief 
rivals for the Presidency. Cameron, the Secretary of War, 
did not share Lincoln’s confidence to the extent which 
was meted out to Seward and Chase; and when, in the 
spring of 1861, troops, especially those of the West, were 
to be raised and organized, it was easy for Chase to take 
much of the responsibility for this work upon himself. 
This was not distasteful to Lincoln, and Chase was 
spurred on by his own notion that the administration in 
general would fare better in his hands than in the Presi- 
dent’s. Throughout the war he continued his interest in 
the movements of the army, carried on a large correspond- 
ence with commanders, and held such a position in mili- 
tary affairs that officers and politicians persistently sought 
his influence. 

This great amount of labor rendered outside of his own 
department cannot but have taken time and thought 
which, as after events at least have proved, were sorely 
needed within it. Although Chase, in the first months of 
the war, did a vast amount of work in the treasury depart- 
ment, perfecting its internal organization, he did not bring 
to it those larger considerations which would lead to an 
accurate anticipation of future needs and to a comprehen- 
sive and well-digested scheme of finance. If, in the early 
days of his incumbency, he had brought the zeal and wis- 
dom spent upon military matters to an analysis of the short- 
comings as well as the successes in the financiering of the 
War of 1812, and if he had acquainted himself with some 
leading examples of war financiering in other countries, 
his services would have been greater, and his leadership 
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with Congress would not have been jeopardized within a 
year by the want of definite and adequate plans. 

It is no palliation of this error on the part of a finance 
minister that few men, during the spring and summer of 
1861, thought of heavy taxation as a necessity for the fut- 
ure. While there was no general anxiety for heavy taxa- 
tion exhibited during the spring and summer of 1861, and 
while there was general acquiescence in Chase’s pro- 
posals in his report of July 4, the autumn was not far 
advanced when the public, represented by the press, 
bankers, and boards of trade, began to see earlier and 
more clearly than Chase or Congressmen that resort to 
heavy taxation was a necessary step in securing support 
for the government. Indeed, as early as July and Au- 
gust, some newspapers, the most influential in their re- 
spective communities,* advocated this policy. On October 
80, the Philadelphia North American and United States 
Gazette represented a growing sentiment when it urged 
the cessation of dependence upon large loans, and advo- 
cated provision for a regular income sufficient to meet the 
wants of the government.} 

After Congress assembled in December, the outside 
pressure was very heavy to induce it really to do some- 
thing in this matter.t It was pointed out repeatedly 
that so far there had been no real taxation, and it was 
declared that “this hesitancy, like timid surgery, can only 
lead to a fatal result.” The great question of the ar- 

*See, Cincinnati Gazette, August 13, 1861, Boston Advertiser, July 13, 
1861, on the ability of the country to sustain heavy taxation. And see resolu- 
tions of the New York Chamber of Commerce, August 1, 1861, in Hunt’s 
Merchants’ Magazine, vol. xly. pp. 319, 320. 

t See issue of October 30, 1861. On November 2 the North American and 
United States Gazette quoted from other papers —e.g., New York World — 
in agreement with its position. 

tSee Boston Advertiser, January 1, 1862; New York Journal of Com- 
merce, December 31, 1861; New York Tribune, January 15, 1862; Philadelphia 
North American and United States Gazette, January 2, 1862; New York 


Chamber of C ce, Ji ry 2, 1862, in Hunt’s Merchants’ Magazine, vol. 
xlvi. p. 146. 
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rangement of a system of finance, however, did not offer 
much scope for brilliant speeches addressed to the gal- 
leries and to distant constituencies ; but it called for hard 
thought, close calculation, and sober reasoning. It was 
these that the country wanted without delay. Congress, 
however, persisted at this crisis in spending time in criti- 
cising military leaders and in pressing its claims of 
privilege to secure information, when by so doing it 
endangered the great movements of the war. Under 
these circumstances the Boston Advertiser* assured 
members of Congress that, if they wished to maintain 
their authority with the country and to earn its regard, 
“they must do this by addressing themselves earnestly 
to the great topic of government finance which oppresses 
every reflecting citizen.... To put the truth in plain 
terms, however, there is a rapidly increasing feeling that 
Congress is afraid to deal decisively with this great sub- 
ject..... He recommends himself most to the public who 
grapples with questions like this boldly and confidently, 
and who dares to say to the people that the time has 
come when they must consent to feel the pressure of the 
war which they are carrying on.” 

Another argument urged in favor of heavy taxation 
was based upon the wasteful and corrupt expenditures by 
the government, of which Secretary Chase, at times, bit- 
terly complains. There was a feeling on the part of many 
that increased taxation would cause the people to watch 
expenditures more closely and would cause officials to 
reduce them by an appreciable amount. 

It was such pressure as this, enforced by a keen sense 
of disappointment from the fact that Secretary Chase had 
failed to propose an adequate system in his December 
report, which drove Congress, whose almost irresistible 
tendency was to place sole reliance upon credit devices, 
to pass the tardy resolution of January 15, 1862, pledging 
itself to raise $150,000,000 from internal taxation. Even 


*See the issue for January 11, 1862. 
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in this step of future promise, Congress fell short of the 
hopes of some parts of the country; and it was urged 
that Congress should “avail itself of the present favorable 
disposition of the country for the benefit of the Treas- 
ury.”* This was the first important step in the right 
direction which was taken in the matter of the financial 
needs of the country. Although every one knew that the 
credit of the government must be relied upon to supply 
the immediate needs of the Treasury, a thorough convic- 
tion obtained throughout the country that taxation lay at 
the root of the whole problem, and that it must be defi- 
nitely determined upon before the other and immediate 
resources could be made properly productive. 

Within a few days after Congress had pledged itself by 
the resolution of January 15 the fear became prevalent 
that, in the face of that pledge, it tended toward excessive 
boldness in relying upon credit and towards a correspond- 
ing timidity in taxing.t There seemed to be a general 
willingness to enact that 6 per cent. bonds and demand 
notes should be worth par and a disposition to rely upon 
such enactments. It became necessary, therefore, that the 
press and other influential institutions should continue to 
brace up a weak-kneed Congress. Little was heard, save 
in the English press and in Washington, as to the unwill- 
ingness of the people to be taxed; but, instead of the ex- 
istence of such a feeling, the country presented a spectacle 
of a people praying to be taxed. The public had come to 
a clear perception of the burden it invoked, and had made 
up its mind to assume that burden from a deliberate con- 
sideration of the ends for which it was to serve.f 

*See Boston Advertiser, January 17, 1862. 

tSee Boston Advertiser, January 23, 1862, and the New York Journal of 
Commerce, January 29, 1862; Philadelphia North American and United States 
Gazette, January 21, 1862; New York Tribune, January 15, 1862; and the 
report of American Geographical and Statistical Society, January 23, 1862, in 
Bankers’ Magazine, vol. xi. p. 705. 


tSee Boston Advertiser, February 4 and March 8, 1862 ; New York Jour- 
nal of Commerce, April 19; New York Shipping and Commercial List, Feb- 
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In the midst of such earnest efforts in urging Congress 
to action in this matter it is disappointing to find, during 
the first days of February, before the introduction of any 
measure for taxation, Secretary Chase pressing the neces- 
sity of the immediate passage of the United States note 
bill and Congress finally passing it with the legal tender 
clause included. Bankers knew long before Congress met 
in December that under Mr. Chase’s policy there was 
danger of suspension, Therefore, many months had gone 
by with nothing accomplished towards providing in taxa- 
tion a basis for operations. It seems palpable that, with 
the conditions of the case fully known for so long a period, 
a legal tender should not have been thus pressed upon the 
country by the knowledge that the Treasury was empty. 

In answer to the excuse for delay that a tax bill required 
time for framing, it was pointed out then that this excuse 
was “ more specious than substantial,” and that there was 
nothing to prevent the immediate preparation and passage 
of a bill laying an excise upon distilled spirits, malt 
liquors, and tobacco. These were articles that were cer- 
tain to be taxed heavily: hence there was no apparent ne- 
cessity for waiting to adjust them in a complex scheme. 
Such a bill, drawn for the express purpose of securing 
revenue to be applied to the payment of interest in order 
to strengthen the government’s credit, should have been 
passed instead of the less fruitful resolution of January 
15; for it would have covered the case in point.* 

The tax bill before Congress was permitted to drift, 


ruary 26; Philadelphia North American and United States Gazette, February 
6; speech of Hooper in the House of Representatives, February 3. The 
London Spectator claims that its American correspondent travelled extensively 
over the country, and that he found the West, upon the whole, anxious for taxa- 
tion. See Spectator, March 1, 1862. It is stated in Appleton’s Annual Cyclo- 
pedia, 1862, p. 460, that it was the direct tax which formed the great source of 
complaint in the West, since it fell too heavily upon the farmer. See Cooley’s 
Michigan, p. 340, for the attitude of Michigan people in favor of giving the 
government support. 


* The tax bill was not reported to the House until March 4. 
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however, until the public mind was drawn off by military 
successes and repelled by the undigested form in which 
it was finally passed by the House. By the latter part of 
April there was danger that the public, once so clamorous 
to see it pushed to completion, would become content to 
let the matter take its course. This feeling was enforced 
by an advance in government securities which was in 
greater part the result of the brighter prospects of the 
war. Secretary Chase at this late hour sent a long prom- 
ised bill for taxation to the Senate Finance Committee ; 
but the committee laid it aside, deeming it easier to 
amend the House bill than “to lick that of the Secretary 
into shape.” * At this juncture the press and boards of 
trade again began to din at Congress to remember that 
pay-day would come, even though military success con- 
tinued.t This influence, together with changes in the 
fortunes of the war for the worse, induced the final enact- 
ment of the bill on July 1, 1862,—a twelvemonth after 


plans for this end should rightfully have taken shape in the 
hands of the Secretary of the Treasury. 

In view of such a record of influence brought to bear 
by constituencies on a reluctant Secretary and Congress, 
there is little room for doubt that, with initiative and 
leadership on their part, the latter could have successfully 
levied heavy taxation in the autumn of 1861. 


Means to support the government should have come, 
properly, either from taxation or from the sale of bonds. 
The success of the latter would have been, in any case, 
largely influenced by the adequacy or inadequacy of the 
former. If taxation were inadequate and the credit of 
the government consequently poor, the only alternative 
was to sell bonds at a corresponding sacrifice. 

*See New York Tribune, April 23, 1862. 

tSee New York World, May 1, 1862; New York Journal of Commerce, 


April 29; New York Chamber of Commerce, April 24, 1862, in Bankers’ Mag- 
azine for June, 1862. 
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England’s attitude towards the North during the early 
months of the war was not such as to hold out a prospect 
for a loan in the London market. The London Times ex- 
hibited great zeal in inspiring the English mind with a 
sense of the recklessness of the North in attempting to 
quell the rebellion in the face of its asserted slender re- 
sources.* The London Eeonomist, while not precisely 
hostile to the North, believed that it was impossible for 
her to subjugate the South, and that to go to war “to 
reunite a community of free states to a set of slave states, 
from which Providence offered them the happy chance of 
an immediate disjunction,” was the height of folly. The 
tone of the English press in general was such as to afford 
little prospect of a foreign loan, Secretary Seward’s reck- 
less language and undiplomatic proceedings in the conduct 
of our relations with England tended to increase the ex- 
isting ill-feeling. As the year wore on, although the 
American tone disgusted the taste and offended the moral 
sense of her aristocracy, the majority of the English 
people, if not pro-Northern, was heartily hostile to the 
South.f 

In the late summer and autumn of 1861 there was little 
in the attitude of a considerable section of the English 
investing public which prevented its purchase of our se- 
curities on the score of political or moral feeling.t If no 
market for them existed, the explanation is to be found in 
other causes. During this same period there was a preva- 
lent hope on our part that a considerable portion of the 
loans authorized by Congress in July and August might 

*See Boston Advertiser, September 12,1861. For representative edito- 
rials of the attitude of the London Times, see issues of May 21 and 30, June 5 
and 11, August 7 and 28, 1861. 

tSee Spectator (London), November 9, 1861; and Rhodes’s History of 
United States, vol. iii. p. 427. 

tSee Economist, August 17 and 24, 1861; Spectator, August 3 and 17; and 
Boston Advertiser, November 25, for a letter from an English banker toa 


Boston friend, Also see a letter of Minister Adams, June 21, quoted by 
Rhodes, vol. iii. p. 430. 
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be placed in Europe, and especially in England. This 
hope was indulged by Secretary Chase, by Congress, by 
the associated bankers, and by large portions of the pub- 
lic. In fact, we have some reports of actual purchase 
and shipment, on a small scale, of 7-30 treasury notes, on 
European account, and of inquiries concerning them from 
personages of high standing abroad. In September the 
banking house of Barings expressed the opinion that the 
English people would be glad to take a part of the secu- 
rities which the associated banks had assumed. 

Whatever may have been the prospect of an English 
loan before the middle of November, the unfortunate 
occurrence of the Trent affair shut the door, for the time 
being, to this resource.* Two months elapsed before this 
complication was adjusted ; and then the lingering hostile 
feeling, consequent upon disturbed relations, made it diffi- 
cult, even though hindrances of a financial nature had not 
existed, for Englishmen to have confidence in our securi- 
ties. In the early spring of 1862 a better feeling again 
prevailed. The English aristocracy, from motives founded 
in social considerations, was still desirous of the success 
of the Confederate States; but large portions of that class 
of Englishmen engaged in manufacturing and commercial 
pursuits, although their chief desire was for the termina- 
nation of the war, that they might secure cotton, did not 
share this hostility towards the North. At the same time 
the Northern forces gained some important victories over 
the South. As a result of these circumstances, England 
did not present at that time an impossible market for our 
securities. f 


*See Boston Advertiser, December 13, 17, and 19, 1861, and Economist, 
December 28, 1861. The Confederate commissioners, Mason and Slidell, were 
captured November 8. The news reached New York‘November 16, and Lon- 
don November 28. The matter was not adjusted until January 8, 1862. 

t For the favorable change of English attitude, see Rhodes’s History of 
United States, vol. iv. p. 72 et seq., and also the financial column of the New 
York Tribune, March 20, 1862. Later on in the year of 1862 the English atti- 
tude was not so favorable. 
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If England, therefore, afforded a market for our bonds 
within the period ending June 30, 1862, it must have done 
so either in the autumn of 1861 or in the early spring of 
1862. That the former period was the more favorable is 
unquestionable, and that we failed to secure the market 
in either period was evidently due to the absence of 
proper financial management. Foreigners were incredu- 
lous as to the ability of the American people to lay 
burdens upon themselves and to conquer their own love 
of ease and improvidence.* To such an extent did this 
feeling prevail that our bonds were discredited, not so 
much from fear that the principal would never be paid as 
from doubts that we would be willing to pay off the in- 
terest. The London Economist on February 22, 1862, 
said, if “Congress had adopted an efficient system of 
direct taxation at the outset of the struggle, the European 
credit of the government might have been preserved. At 
a price they would have got some money; but now they 
will not get a sixpence in Lombard Street or on the Con- 
tinent, no matter what interest they offer.” t 

Second only in importance to the failure to create an 
adequate system of taxation at the outset of the struggle 
was this failure to sell bonds for what they would fetch 
in the foreign market, in the autumn of 1861. The relief 
derived from such a loan would have been important, the 
encouragement to the North of great value, and an addi- 
tional influence would have been made to those working 
in our favor abroad. No doubt, such a movement would 
have required great sacrifice in rates. This would have 
been unfortunate, though not discreditable. The sale of 
bonds at the required sacrifice would have supplied the 
funds needed at the time; and the associated banks, which 

*See Boston Advertiser, May 3 and June 15, 1862 ; Economist, September 
7 and December 28, 1861, March 29 and July 19, 1862; Spectator, December 
28, 1861, March 1, 1862. 


t This was written before the Northern victories of February and March 
were known, and applied to conditions of the winter of 1861-62. 
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had crippled themselves with the $150,000,000 loan to the 
government, would have been in strong condition to give 
support to the Treasury in the trying days of February, 
1862.* 

In relation to domestic loans, also, this error was not 
without great importance. There were some real hin- 
drances of an administrative nature which made the 
progress of the popular loan difficult in the fall of 1861. 
But, in spite of these hindrances, to say nothing of the 
larger considerations affecting the public credit, a strong 
sentiment existed in favor of relieving the banks of this 
$150,000,000 loan; and one is forced to the conclusion 
that, at somewhat better rates than the government 
was then willing to offer, large amounts could have been 
placed. Again, in March, 1862, when government secu- 
rities grew stronger with the tide of Northern victories, 
Chase became hopeful of procuring through loans all the 
means needed. But at this juncture, after making the 
foolish and surprising complaint that bonds could not be 
sold at their “market price,” ¢ he refused to take advan- 
tage of the favorable situation. 

Thus we see that Chase and Congress in the autumn, 
and Chase alone in the spring, failed to take advantage of 
opportunities to secure necessary funds, because it was 
considered beneath the dignity of the government to sell 
its bonds at a discount. The standing of bonds in the 
market in the period from January 1, 1861, to July 1, 

*See Boston Advertiser, December 28, 1861; and Fessenden’s speech in 
the Senate, February 12, 1862, Congressional Globe for 1862, pp. 763 and 764. 
Among others more obvious and familiar, there were two influences of more or 
less importance and the product of narrow views, which were thrown against 
this policy. First, there was a suspicion that the banks would profit by it. 
See Hooper’s speech in the House, January 19, 1863. Second, there was a silly 


feeling on the part of many that America was too great and independent to 
need to resort to a foreign loan. See Philadelphia Press, August 7, 1861. 

t Chase meant, foolishly enough, that he could not sell bonds at the market 
price without causing a decline and that, therefore, he had no authority to sell 
at that price. That this was a gross misinterpretation of the second section of 
the act of February 25, 1862, is clear from the debates in Congress on that 
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1862, considered in connection with the small revenues of 
the government, was very good, and does not justify this 
policy. The government could have afforded a discount. 
The following table exhibits quotations * of the sixes of 
1867 and 1868 and the sixes of 1881 for this period : — 


1861, Jan. 8, 97 1861, June 15, 83% 1861, Dec. 5, 93 
11, 100 22, 834 12, 923 

18, 97 29, 84 19, 89 

25, 98 July 6, 85 31, 912 

Feb. 1, 97 13, 89 1862, Jan. 10, 90 
8, 95 20, 894 20, 91 

15, 95 30, 88 Feb. 1, 88} 

22, 94 Aug. 13, 86% 10, 904 
March 2, 94 20, 87 20, 90 
16, 954 27, 874 March 1, 92% 

23, 98 Sept. 3, 88 10, 92% 

30, 95 10, 90 20, 94 
April 6, 95 21, 90 April 1, 93% 
13, 93} 28, 914 10, 932 

20, 86 Oct. 5, 92 21, 93% 

27, 87} 12, 93§ May 1, 98 

May 4, 884 23, 944 10, 104 
11, 89 30, 94 : 20, 1044 

18, 884 Nov. 7, 94 June 2, 106 

25, 88 14, 954 11, 106} 

Tune 1, 86§ 21, 934 21, 1064 
8, 83% 27, 934 July 1, 1028 


An examination of this table shows the natural fall in 
the value of bonds at the outbreak of the war, touching 
as low as 86 on April 20. After some slight recovery, 
another fall to 834 comes in June. This is the lowest 
quotation of the period. They rise to 90 in September, 
and do not fall below that point except twice during the 
remainder of the period. On the 1st of May the rise to 
98 indicates a real improvement in the government’s 
credit, the premium on gold amounting at that time to 
18 per cent. only. 

*The quotations are compiled from the Bankers’ Magazine, vols. x.- 
i The quotations from January 5 to September 21, 1861, are those of the 
sixes of °67 and 68. The remainder, beginning with September 28, 1861, are 
those of the sixes of ’81. 

























344 





QUARTERLY JOURNAL OF ECONOMICS 


The following table exhibits the revenues, expenditures, 
and the increase of debt of the government for the fiscal 
years ending June 30, 1861, and June 30, 1862: — 


Millions of doliars, 
186r. 1862. 


Oe ee ee ee ee 39.5 49.0 





ese ne = 6 6 6 © © 6 9 a 

“ miscellaneous sources ..... . 9 9 

ce ES ee 1.7 

ee 41.3 51.9 
Expenditures. 

For ordinary civillist . . ....... 23.1 21.4 
“ pensionsandIndians ....... 3.8 3.1 
“ interest on publicdebt . ...... 4.0 13.1 
“ wardepartment .......+.-. 22.9 294.3 
“ navy department .......466 12.4 42.6 

ee cee oe ei ee 8 66.3 474.7 


Total indebtedness. June 30, 1861, 90.8; June 30, 1862, 514.2 


The important items in the increase of indebtedness, 
during the fiscal year ending June 30, 1862, are : — 


7-30 treasury notes. . 2. 2. 6 e+ ew we ee $122.0 millions 
DEI 5s a 6» a 0 + + ee 50.0 
5-20 bonds (through conversions). .... . 13.9 
Demand notes... . +. ss. ee eee 60.0 
United Statesnotes ........446-. 98.6 
Temporary deposits ....... +464 -e 57.9 
Certificates of indebtedness . . . ..... 49.8 


An examination of these statistics reveals the insignifi- 
cant increase in the revenues for the fiscal year 1862 over 
those for 1861, while the ratio of revenues for 1862 — 
$51,900,000 —to the total expenditures of that year — 
$474,700,000 — is excessively small, not quite 11 per 
cent. 

With the existence of such conditions it was folly to 
hope, as did Secretary Chase and many leading members 
of Congress, that United States securities bearing a com- 
paratively low rate of interest should sell at or near par. 
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89 per cent. of the expenditures had to be met by means 
of the government’s credit. With these conditions and 
this attitude of mind prevailing, it is not surprising, 
though not creditable, that a resort to the legal tender 
issues was made. Later on, however, when the United 
States notes had depreciated to a sufficient degree to 
enable investors to purchase bonds at prices which would 
properly compensate them for the risk undertaken, the 
Secretary and others were perfectly willing to sell them 
for seventy-five, fifty, and even thirty-five cents in gold, 
such being the depreciation of United States notes for 
which the securities sold at par. At these prices the 
government sold bonds freely. 


It was obvious in the summer of 1861 that the currency 
needed attention. The commercial crisis of 1860, although 
overshadowed by impending political events, had forced 
many banks, especially those in the West, into bankruptcy. 
Few hesitated to admit that, as a consequence, an appreci- 
able proportion of the circulating medium of the country 
had dropped out of existence. This produced a more or 
less marked vacuum in the currency. Such a condition, 
considered in connection with the heterogeneous character 
of the State banks and their issues, caused apprehension 
for the future. Many proposals for improvement of the 
currency were therefore presented to the Secretary of the 
Treasury. It is to one of these proposals that we wish to 
direct attention, as having offered an easy and practicable 
escape from some embarrassments which overtook the 
Treasury later on. 

Mr. O. B. Potter, in a letter of August 14, 1861, ad- 
dressed to Secretary Chase, set forth a plan the important 
provisions of which are as follows : — 

1. To permit duly authorized state-banks in the loyal 
states to deposit bonds of the United States government 
as security for notes issued. 
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2. To appoint an officer connected with the treasury 
department, whose duty it would be to receive the bonds, 
and issue, in return, notes so signed and stamped as to in- 
dicate their character and to differentiate them from all 
other bank-notes. 

8. To confer authority upon such superintendent, in 
case a bank should fail to redeem its notes, to sell the 
bonds and apply the proceeds to the redemption of the 
notes. 

The possibilities of this plan were very great. It pre- 
sented the merits of simplicity, safety, avoidance of a 
violent break with existing institutions, and of being based 
upon experience in some of the States. It was simple in 
its requirements, calling merely for a superintendent or 
comptroller who would issue uniform notes on deposit 
of bonds, and sell the bonds for purposes of redemption 
when occasion demanded. The issues would have been 
as safe as those under the present national banking system 
and for the same reason. It avoided any violent change, 

because the banks would continue their existence under 
State charters, administered by State officers. And, to 
disarm criticism which might be justly lodged against a 
priort conceptions in the field of banking, Potter could 
point to the success of the system of note issues in the 
State of New York. Furthermore, it placed the responsi- 
bility of redeeming the circulation upon the banks, and 
not upon the government as was the case with the United 
States notes. 

If this plan or a similar one had been adopted early, it 
would have furnished a safe medium by which the gov- 
ernment could receive revenues and loans and make pay- 
ments; and Chase would have been deprived of the ex- 
cuse for giving a senseless interpretation to the act of 
August 5, permitting him to set aside the rigid features 
of the sub-treasury system. He would not then have 
been confronted with the alternative of receiving and 
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making payments in coin or in questionable bank-notes. 
Chase had apparently imbibed against bank issues the 
strong prejudice then existing among certain classes in 
the West. With this overcome by an acceptable and 
practicable system of issues, the next step would have 
been an easy and natural one. The problem confront- 
ing the Secretary and the associated banks was to trans- 
fer, with the least possible disturbance to the existing ma- 
chinery of exchange, materials of war and provisions for 
the army from the hands of capitalists or those in control 
of processes of production, to the government. Different 
members of the associated bankers * repeatedly set before 
Mr. Chase the necessity of utilizing the check and clear- 
ing-house system as a means of effecting this transfer, if 
he would avoid draining specie from the banks and de- 
priving them of their ability to give the very aid which he 
sought. Consequently, they urged him to suspend the 
operation of the Sub-treasury Act in so far as it inter- 
fered with this procedure, and to draw directly on specified 
banks in favor of government creditors. His checks in 
this way would afford a medium of exchange, coin would 
be Icft in the banks as a basis of the system, as in ordinary 
commercial transactions, and the tendency, always pres- 
ent in revolutionary periods, to hoard coin would be cut 
short. Chase absolutely refused to be persuaded, and 
turned his back upon a highly developed system, which 
was as much an essential part of modern methods of ex- 
change as the railway was of modern methods of trans- 
portation. It would have been far easier for Chase to ac- 
cept this system, had greater familiarity with banking con- 
ditions and freedom from fear of spurious note issues been 
secured through the adoption and use of a system such as 
the Potter plan proposed. Unfortunately, Chase gave this 

* See, for example, James Gallatin, speech at a meeting of bank officers, 
Bankers’ Magazine, vol. xi. p. 625. Also Ibid., p. 631, for a letter to Fessenden 
in which he refers to his efforts to give information to Chase. See also letters 


by G. S. Coe and J. E. Williams in Spaulding’s Legal Tenders, Appendix, 
2d edition, pp. 91, 97, and 98. 
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plan no consideration at the time.* Whether this omis- 
sion was due to pressure of other duties in the treasury 
department or to his diverting his attention to military 
affairs for the sake of selfish political ends, or to the fact 
that he failed to see the feasibility of the plan, is now of 
minor importance. 

Late in December, when suspension was close at hand, 
the banks made an effort to institute a plan ¢ on the lines 
of the Potter proposal, in order to continue specie payment. 
They held $40,000,000 in specie and $150,000,000 of 
government bonds; and they proposed on this basis to 
issue notes stamped or signed by an officer of the federal 
government, the banks in other respects remaining under 
state control. With such an issue “at once simple and 
expeditious” they felt that it would be practicable for 
them to continue their advances to the government. But 
this, as other proposals of these bankers who had sought 
to make common cause with the Secretary, met with no 
favor, and suspension was declared. 

In refusing to make use of bank credit either in the 
form of note issues or of deposits Chase assumed that, in 
spite of his confessed ignorance of monetary and financial 
matters, he understood better than men trained by long 
experience how to make great transfers of property with 
the greatest advantage to the government, the public and 
the banks. In the light of later developments it is plain 
that undue weight was given to his opinion, and that the 


*See a statement to this effect in Potter’s pamphlet of 1875, addressed to 
Secretary Bristow et al. This plan was made a part of the first National Bank 
Act (February 25, 1863), sections 62, 63, and 64. Hugh McCulloch, in his re- 
port of November, 1863, as Comptroller of the Currency, recommends the 
repeal of this feature of the act on the grounds that “it contemplates the 
mixing of two systems that ought to be independent.’’ McCulloch’s objection, 
however, would not apply to the conditions in 1861, before the national bank- 
ing system was inaugurated. See Comptroller’s Report, 1863, pp. 55 and 56 in 
Finance Report, 1863. 

t See letter of George S. Coe, Spaulding, Legal Tenders, Appendix, p. 94. 
Chase received offers at various times to buy bonds on condition that he would 
receive bank checks in payment ; e.g., see New York Zribune, June 28, 1862. 
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banks would have served the nation better by enforcing 
their desire to have the Sub-treasury Act modified and to 
have ordinary means of payment used in their transactions. 

After this perilous lack of harmony between the govern- 
ment and the banks, and the results ensuing, can it then 
be said that nothing remained but to issue the legal tender 
notes ? 


The argument of necessity could not properly be urged 
until all other more expedient resources had been ex- 
hausted. In spite of the fact that the government had 
failed to improve the opportunities to secure means for 
its support thus far passed in review, there still remained 
in February (1862), on the eve of the passage of the first 
Legal Tender Act, an avenue of escape from a legal 
tender paper, and there was still a chance for righting 
some mistakes. 

This was offered by the plan of the minority of the 
Ways and Means Committee, which was supported by 
some of the ablest men in Congress. It provided :— 

1. For the retention of the $50,000,000 of demand 
notes of July 17. 

2. For the issue of $100,000,000 of 3.65 treasury notes, 
payable in two years to bearer, in denominations of five 
dollars and upwards, receivable for all public dues except 
duties on imports, payable to all creditors of the govern- 
ment at the option of the creditor, convertible into 7.30 
coin bonds and reissuable. 

8. For the issue of $500,000,000 of bonds, partly bear- 
ing 7.3 per cent. interest and redeemable after ten years, 
partly bearing 6 per cent. interest and redeemable after 
twenty-four years, and to be sold for lawful money of 
United States or for any treasury notes issued.* 

* In this plan as proposed by the minority of the House Committee, there 
was no provision for selling bonds in the market for what they would fetch. 
The Senate added such a feature to the bill which became law February 25, 


and it is fair to assume that it would have added a similar provision to the 
plan of the minority. 
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4. For temporary deposits without limit and with in- 
terest at 53 per cent. 

It is important in this connection to observe that the 
total issue of legal tender notes during the war bore, 
finally, a very small ratio to the total amount expended by 
the government. If we take the period from July, 1861, 
to July, 1865, we find that at first the Treasury was almost 
empty, and that 


The ordinary revenues for the period were. . . . . . $753.4 millions 
The excess borrowed (including legal tender issues). . . 2,590.1 
The amount received by government... ..... $3,343.6 
Total amount of legal tender notes ........ $450.0 


From the foregoing statistics we see that the legal tender 
issues constituted less than one-seventh of the total 
resources for the period. The great bulk of the means to 
carry on the war came through the increase of indebted- 
ness in the form of bonds. Certainly, it cannot be said 
that, in the long run, it was impossible for the government 
to fill out this comparatively small amount without re- 
course to a “forced loan.” 

In view of this situation, two arguments only can be 
advanced in favor of the legal tender act over the plan of 
the minority: first, that the United States notes (legal 
tenders) afforded an immediate relief to the Treasury, and 
therefore met the cry of pressing necessity at the moment ; 
second, that the United States notes afforded the only 
means of securing a proper circulating medium since 
specie payment had been suspended. Upon examination, 
however, it will be found that neither of these reasons 
will bear scrutiny. The conclusive answer to the first 
argument is that the United States notes did not, as a 
matter of fact, afford the immediate relief of which the 
Treasury in February stood in need. As we have seen in 
the preceding pages, these notes did not make their ap- 
pearance until the first of April, nor did they appear in 
considerable amounts until still later. The needs of the 
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government were met, beyond the ordinary revenues, by 
the proceeds from temporary deposits, by certificates of 
indebtedness, and by permitting requisitions to pile up on 
the Treasurer’s desk. It was a well-settled fact as early 
as October 1, 1861, that severe pressure must come upon 
the Treasury; and it was not until April 1 that any defi- 
nite plan afforded a resource. The cry of pressing neces- 
sity was raised therefore, when, in fact, the government 
had the space of six months in which to mature adequate 
financial plans and when the space of three months, at 
least, remained from the time the legal tender measure 
was drawn up by its supporters until relief came from the 
legal tender issue. In the light of these facts it cannot 
be said that the legal tender issues were a necessity in 
February to save the Treasury even temporarily from 
bankruptcy. 

The second argument is more specious, but not any the 
less inapplicable to the state of facts. ‘The grand difii- 
culty all along was found in devising the machinery by 
which the regular production of the country should be 
diverted from its usual objects,” * and made available for 
the government’s purposes. Here we must draw a dis- 
tinction. The problem of the government’s ability to pur- 
chase this production by means of its revenues or its credit 
is one thing and different from the problem of choosing a 
medium of exchange by means of which this production 
might be transferred from the hands of producers to one 
another or to the army, the navy, and other public con- 
sumers. It is the latter question that now concerns us. 

The commercial crisis of 1860, as we have seen, had re- 
sulted, especially in the West, in driving many banks to 
the wall: hence a portion of the note circulation dropped 
out of existence, and a vacuum in the ordinary currency 
of the country occurred.t It is safe to say that this 


* Boston Advertiser, March 5, 1862. 


t The estimated amount of this falling off varies, but not widely, accord- 
ing to different individuals. Secretary Chase, in the Finance Report for 1862, 
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vacuum was at least made good by the demand note issue 
of July 17, which could be utilized until the banks were 
able to supply a larger circulation. As a result of the 
crisis of 1860, and of the change in the channels of trade 
consequent upon the existence of war,— this change being 
a result both of the uncertainty of the future and of the 
war demands of the government,— stagnant conditions in 
ordinary commercial business prevailed, as is shown from 
the following items in the accounts of New York banks: 


(Millions of dollars.) 

Oct., 1860, Jan.,1861. June, 1861. Feb., 1862. 
Ps 66 # 6 6 & ¢ 123.3 129.6 117.5 77.6 
Deposits. .....-. 75.1 86.4 87.6 106.3 


This table shows that commercial loans in February, 
1862, had fallen off $52,000,000, or 40 per cent., as com- 
pared with January, 1861; and $39,800,000, or 33.7 per 
cent., as compared with June, 1861. The deposits in- 
creased during the latter period about $20,000,000, or 
21.5 per cent. During this time the public had taken 
from the banks, which had made the $150,000,000 loan 
to Secretary Chase, $50,000,000 of government bonds. 
This shows an aggregate of $110,000,000 that was thrown 
out of its usual employment from June to February, or 
$122,000,000 from January, 1861, to February, 1862. 
Furthermore, for the period following suspension of specie 
payment, and until the issue of United States notes gave 
a basis for increased note circulation, the banks, upon the 
whole, had supplied a fairly satisfactory currency. In view 
of these facts it cannot be said that the legal tender notes 
were needed as a medium of exchange to conduct the 
ordinary commercial transactions of the time.* 

p. 7, places the bank circulation in the loyal States for January 1, 1861, at $150,- 
000,000; and for January 1, 1862, at $130,000,000. Other estimates are given 
by the Boston Advertiser, July 8, 1861; by Sherman, Knox’s History of 
Banking, p. 227 ; by Morill, Spaulding’s History, p. 61. 


*I take no account here of the possibility of the use of the check and de- 
posit system, to afford more currency as needed by the commercial community. 
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On the other hand, the business transactions between 
the government and the public on the war account 
reached considerable proportions during the period end- 
ing June 30, 1862. When the productive forces of the 
country were fairly started toward supplying war materi- 
als, the increased need for currency was similar to a 
situation under normal conditions, where a good year fol- 
lows a poor one in the business world. Were, then, the 
legal tender issues necessary in order to afford the Treas- 
ury a medium with which to sell bonds and purchase sup- 
plies? The plan of the minority provided for such a 
medium without entailing upon the public and upon the 
government itself all of the evils of a forced issue. 
The $50,000,000 of demand notes already in existence 
were available in large measure for this purpose; and 
the $100,000,000 of 3.65 treasury notes, proposed by the 
minority, were well fitted to serve as a medium in trans- 
actions of this nature, while it is not probable that they 
would have entered largely into the general circulation of 
the country. There is no reason in the nature of the 
case why these notes should not have served at least as 
well in this particular capacity as the legal tender issues. 


In examining the conditions under which the United 
States notes were issued, we have seen that the substitu- 
tion of Hooper in the place of Appleton on the Ways 
and Means Committee gave to legal tender a foothold 
which otherwise it would not have secured; that it was 
the temporary deposits and certificates of indebtedness, 
and not the legal tender paper, long delayed in issue, 
which tided the government over the trying period of 
February, 1862, and the following weeks; that the entire 
issue of legal tender notes bore a very small and unim- 
portant proportion to the total war expenditures; that 
Secretary Chase and Congress made grave mistakes in 
their policy on taxation and the sale of bonds; and that 
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plans of bankers and of the minority of the Ways and 
Means Committee, which might have prevented this dis- 
astrous step, were proposed and urged upon the govern- 
ment. In view of this history, we can see no adequate 
grounds for urging the necessity of the United States 
notes as a means of support either in the long run or in 
the emergencies of February and March, 1862. 


Don C. BARRETT. 
HAvERFORD COLLEGE. 





PROPOSED MODIFICATIONS IN AUSTRIAN 
THEORY AND TERMINOLOGY. 


THE rapid movement in psychological opinion toward 
what is termed the “volitional psychology” as distin- 
guished from the passive or associationist point of view — 
the newer insistence upon impulse and instinct in human 
activity as against calculating and reflective choice — is 
making increasingly clear the necessity for re-formula- 
tion of the fundamental assumptions of economic theory. 
The process of valuation is distinctly a psychological 
phenomenon, and the problem of value is the fundamental 
problem in economic science. It may not be too much to 
say that the next line of advance in economic theory will 
be distinctly psychological in character, and that further 
progress awaits its new impulse at the hands of the 
psychologist. 

It must be admitted that in all fields of investigation, 
other than jurisprudence and economics, Utilitarianism 
stands as a point of view discredited and outworn. How- 
ever defensible this laggardness may be for a science 
where the question is merely, as in jurisprudence, on 
what reasonings have legal precedents and legal institu- 
tions been worked out, there can be in utilitarianism no 
resting-place for those sciences which, like economics, ask 
not what opinion the doctors of the science have held con- 
cerning the facts, but what objectively are the facts. 
Economics must keep itself abreast of modern thought or, 
at the worst, must more or less belatedly follow after. 
The preliminary step is, then, to recognize that utilitarian- 
ism, or any form of hedonistic theory, is a thing of the 
past. 

It is precisely from this point of view that the Austrian 
school comes seriously under suspicion. Whether it be 
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by necessity and fundamentally, or merely through ter- 
minology and gratuitously, there is over-much flavor in it 
of Benthamism,— too much talk of utility in the sense of 
pleasure, and too much analysis of market activities in the 
aspect, not merely of egoistical and cool-headed far-sight- 
edness, but also of calculations worked out under a com- 
mon denominator of utility for feeling,—* pleasure by 
the shilling’s worth.” 

This is, in any event, if not bad doctrine, at least ques- 
tionable and unnecessary doctrine. It lacks catholicity. 
There are too many thinkers who believe that men sell and 
buy economic goods from impulse and habit and irreflection 
— that instinct and appetite and spontaneity manifest them- 
selves in the economic world as truly as in the world of 
play or romance. There are those going even so far as to 
say that primarily we do not desire things because they 
give us pleasure, but that they give us pleasure because 
we desire them. Just as the chicken pecks its way out 
of its shell without foreknowledge of the glories of the 
outside day, and immediately upon exit picks up a grain 
or two of sand, nowise interested in the near-by gratifica- 
tion from its pungent flavor or in the far-away joys to 
accrue from a well-sanded digestion, just so human 
instincts and tastes and impulses reach their time, and 
spontaneous activities press forward to expression : rattles 
wane and dolls wax, while in later succession sleds and 
canes and sweethearts and homes and offspring and offices 
and professorships, crowd upon the stage of human activ- 
ity. Things move from indifference through gratification 
to satiation, as men change in their equipment of desires 
and tastes and sympathies; and, when a thing comes to 
give us pleasure, it does so merely because we have come 
to like it. As one wakes in the morning according to the 
inner time-lock which he has set at bed-going, as the 
hypnotic patient carries out, days later, the mandate given 
during his forgotten trance experience, as the idée fixe of 











a 











ee 








AUSTRIAN THEORY AND TERMINOLOGY 857 


pathological mental conditions, or even of habit, guards 
one against all influence of argument or appeal, as the 
resolve of yesterday remains by that mere fact the cher- 
ished goal of to-day, so do all of us, in a wide domain 
of our activities, move in a half-blind trance of inherited 
impulses and instincts and of acquired tendencies and 
aims. So much of our action is essentially reflex that 
there is more question whether any of it is altogether 
calculated and purposeful than whether all of it is. 

In truth, however, one may concur in all this protest, 
and yet remain in his economics thoroughly an Austrian 
still. It may be that these investigators are grievously 
given over to utilitarianism; but so have other men been 
to Methodism without obvious disadvantage to their 
economic theories. So much is, indeed, asserted by both 
Boehm-Bawerk and von Wieser ; and one wonders mostly 
why, if all this hedonism is, in fact, so unessential, one 
finds so much of it.* And yet it may safely be asserted 
that there is not one single essential doctrine in the 
system that might not, without substantial impairment or 
change of economic bearing, be stripped of its psycholog- 
ical or ethical implications.f 

For the purpose of the present discussion there is, 
therefore, no occasion to enter into a criticism of the 

*Men strive after happiness, This is, perhaps, the most general, and 
certainly the most vague, expression for a complex of strivings, all of which 
have for the object the bringing about of such occurrences and conditions as 
we know and feel to be pleasant, and the avoiding of those we know to be 
unpleasant. Instead of “ striving after happiness,’”’ we may use the expressiou 
“striving after self-preservation and self-development,’’ or “striving after 
the greatest furtherance of life.’”’” Or we may, with equal propriety, use the 
words ‘‘ striving after the most complete possible satisfaction of wants’’; for 
the expressions we are so familiar with in economic terminology, ‘* want” and 
“‘ satisfaction of want,’? mean, in the last resort, nothing else than, respec- 
tively, the unsatisfied craving of man to be put under conditions he thinks 
desirable, or more desirable than those he has, and the successful obtaining 
of such conditions. Positive Theory of Capital, 9. 

t To many of us it seems a positive hindrance to the fair fame of political 
economy now that its professors should talk of a ‘‘ calculus of pleasures and 


pains,” as if that were the foundation on which all economical theory must 
rest. Ifthe economist is no longer assumed to suppose that all men act only 
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Austrian terminology purely in the aspect of its philo- 
sophical or ethical implications. However bad the psy- 
chology of the demand school in economics may appear, 
it can be held to be of disadvantage to economic thought 
only in the sense that it holds the field against some better 
psychological formulation of economic foundations. It 
is, indeed, not to the terminology or to the psychology of 
the Austrians, but to the point of the purely economic 
analysis characteristic of the school, that consideration is 
asked in this paper. The terminology will come in for 
attention, but solely in its aspect of a shorthand summary 
of doctrinal positions. More or less by the way, it may 
appear that the great issue between the utility and the 
cost schools of value is to be set aside as an issue untimely 
joined, or even as ultimately meaningless; it is believed 
that peace, even on these terms, will not be over-dear. 
As against the cost of production theory, it will be urged 
that the price point of adjustment is not fixed by marginal 
cost of production, but merely, tendency-wise, at the 
marginal cost of production. As against the marginal 


from self-interest in the narrowest sense, why should he be supposed to 
measure only pleasures and pains? Bonar, Philosophy and Political Economy, 
236. 
The facts are simply these. Every species of wealth is of value to us in so 
far as it helps us to supply some of our wants. These wants are of an almost 
endless variety, and differ very greatly in the degree of their importance. . . . 
If any of these wants remain entirely unsatisfied, we are to that extent the 
losers ; and their loss is in proportion to the importance of the wants whose 
satisfaction is desired. But each of our wants demands only a limited amount 
ef the material which is appropriate to its gratification; and, when this has 
been granted, it demands no more. Moreover, each want can in general be 
supplied in such a way as to serve its purpose moderately well with a con- 
siderable less amount of material than that which would bring it up to the 
limit at which the demand would absolutely cease. Hence, as wealth in- 
creases in a particular direction the increments in that direction become less 
and less valuable for the supply of our wants. In all this there is no necessary 
reference to pleasure. If the need of living continued, we should go on about 
as before without any connection of pleasure with the gratification of want. 
. «« We have seen already wherein the plausibility of the doctrine consists. 
Qur end seems plainly to be in the realization of something which our nature 
wants. Such a realization brings pleasure. Hence it is very natural to identify 
pleasure with the realization of an end. Mackenzie, Introduction to Social 


Philosophy, 215, 216. 
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demand theory it will be urged: (1) that the marginal 
demand also gives merely the point of fixation, not the 
cause of the fixation — that in this case likewise the prepo- 
sition should be at, and not by; (2) that it is only by a 
slight of hand in terms that marginal utility is made 
identical with marginal demand; and (3) that marginal 
utility, strictly and accurately used, has nothing directly 
to do with the value problem. 


II. 


The manner of market analysis especially characteristic 
of the Austrian school has, under the name of the mar- 
ginal method, now established itself among practically all 
economists, although there remain different views enough 
as to the possible purposes which this analysis may serve. 
“In isolated exchange — exchange between one buyer and 
one seller—the price is determined somewhere between the 
subjective valuation of the commodity by the buyer as 
upper limit and the subjective valuation of the seller as 
lower limit.” * No one would be disposed to dissent; B, 
the seller of the horse, and A, the buyer, work out the 
price result by higgling. But it is worth while to note that 
the case is more complex than it seems upon the face of 
it. What are these different subjective valuations? A is 
concerned not merely with the utility of the horse, but 
also with the utility of what he must let go in order to get 
the horse. B likewise has really two things in mind — the 
horse to be sold and the return therefor to be received. 
Evidently, there is tacitly and directly present in the prob- 
lem a medium of exchange, and tacitly and indirectly 
present a whole range of commodities into which the 
transferred medium may be exchanged. For ideally simple 
conditions, the case should be assumed as one in which B 
has only horses for sale, A only sheep, and neither A nor 


* Positive Theory of Capital, 199. 
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B the disposition, at the same time with the opportunity, 
to part with his newly acquired property. If, then, B’s 
supply of horses is such as to make horses a burden to 
him, while A is equally overstocked with sheep, the terms 
of exchange may be anything,— thirty horses for one 
sheep or thirty sheep for one horse: there are no limits 
but those of skill in bargaining. But, directly it is assumed 
that each finds in both horses and sheep a utility for him- 
self, there comes about a valuation by both A and B,— not, 
however, a valuation by B of his horses or by A of his 
sheep in terms of some unrelated marginal usefulness, but a 
comparison by B of the marginal usefulness of his horses in 
terms of the marginal usefulness of the sheep offered — by 
A of the sheep in terms of the horses offered. That is to 
say, upon a basis of one marginal utility for each exchanger 
there can be no limit prices between which the exchange 
price must finally be found. Each trader must be con- 
cerned with two marginal utilities, and must have based 
his subjective valuation upon the outcome of this compari- 
son. It is only upon these conditions that A can set his 
minimum offer at ten sheep for one horse, or B determine, 
as his limit, to accept five sheep for one horse, and the 
price limits be declared fixed at ten to one as upper limit 
and five to one as lower limit. 

The importance of the further assumption of an ex- 
change medium and a surrounding commodity market is 
now sufficiently evident. To say that B will accept fifty 
dollars for his horse, and that A will, as limit, give sixty 
dollars, is to say that B prefers as against the utility of 
the horse the things which fifty dollars will purchase, and 
that, even as against the utility of things that sixty dollars 
will purchase, A prefers the utility of the horse. 


The foregoing illustration will furnish the materials 
necessary for an examination of the Austrian terminol- 
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ogy. There is, perhaps, no sufficient reason to quarrel 
with the term wtility either on the ground of its dis- 
tinctly hedonistic associations or upon the basis of some 
other word better serving the needs of the case. In truth, 
the better word is not readily forthcoming; and, whatever 
may have been the consensus of use in past economic dis- 
cussion, it remains true that utility does not of necessity 
mean “importance for happiness” or imply any sort of 
“pain or pleasure calculus.” Desirability in the sense of 
the capacity to be desired is inaccurate, while desiredness 
is at least awkward. If, however, one revolts at the use 
of utility and marginal utility, desiredness and marginal 
desiredness may perhaps be acceptable. 

Acquiescence in the term wtility carries with it also an 
acceptance of marginal utility. Entirely aside from any 
question as to the dubious purposes to which this second 
term has been subjected in economic discussion, it is clear 
that it stands for an actual fact in individual experience. 
Its best illustration is found in the falling intensity of the 
desires of any individual for any given sort of commodity 
at any given point of time. Successive increments of sup- 
ply call forth a continually diminishing response of desire. 
But note that, if the case be not conceived as one of a suc- 
cession of commodity items,—if no item be regarded as 
coming early or late as compared with any other, but all 
as portions of a stock already in hand,— it is no longer 
possible to regard any one item as entitled as against any 
other to the marginal place. Any item may stand as mar- 
ginal in the sense that the loss of it would be felt as in- 
volving only the utility depending upon it, which utility 
would be equivalent to the utility of the last item in the 
series, were the different items acquired or considered suc- 
cessively. 

It by no means follows, however, that each of the items 
is marginal because any one of them may beso. Not all 
of the items of a stock can be marginal at once. The 
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utility-loss that will be suffered in the loss of the entire 
stock is not the marginal utility times the number of 
items, but the utility of the entire stock conceived as a 
marginal stock. No one item can be regarded as marginal 
excepting on such terms of regrouping as shall impose the 
non-marginal quality upon all the others.* 

It needs also to be clearly held in mind that in utility 
schedules we never get beyond the individual, and that 
marginal utility is purely a matter of the individual 
psychology. For different individuals there can be no 
comparison of utilities either qualitatively or quantita- 
tively. As including more than one individual schedule, 
there is, therefore, no possibility of a marginal service in 
the sense of the smallest service of a descending series ; 
there is no series. That A will pay 30 and B 29 in no 
sense implies that the utility to B is to the utility to A 
as 29: 80. One may be willing to give to-day for bread 
double what he would have given a year ago, though only 
equally as hungry to-day. The strength of his desire for 
other things is a necessary factor. Cases are marginal, 
not in terms of absolute utility, but only of relative 
utility. A wealth of illustrations edifying to the point 
of weariness about the cigar and the loaf, Dives and 
Lazarus, the starving man and the man at feast, ought 
long since to have placed this truth beyond either the 


* Wieser appears to be of the other opinion. ‘‘ The majority of theorists 
... are agreed that these prices are fixed by a marginal law. We, however, 
have gone still further, and say that value generally and in every form, even 
that of use, and even where there is no exchange, ... must obey a marginal 
law. Jevons, Gossen, and Walras have ;not gone so far as to assert this. To 
these writers the utility of the separate portions or items of one supply is 
different according to the amount of use which each actually gives. ... I can 
scarcely hope to have converted him [the reader] all at once to such an un- 
familiar aspect of the question.”” Natural Value, 26, note. But in another 
note upon page 44 Wieser states the position again in a way to raise the query 
whether he is not talking about value rather than utility. In fact, in the 
second case he employs the word value for seemingly precisely the same mean- 
ing as was in the former case expressed by utility, the two statements together 
being perhaps mostly serviceable as illustrating the confusion of utility with 
value characteristic of Austrian discussion. 
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right or the danger of serious discussion, but have not 
done so. We still hear that stocks of goods in the 
general market may be ranged under one schedule with 
one margin of utility, and that the margin of utility both 
determines,and is the market value for all the items of 
the market stock. 

Thus, considered merely as the marginal item in an 
individual schedule, marginal utility becomes no more 
than vaguely quantitative,—the assertion of a smaller 
utility than any other in the series. In no degree is it 
an assertion or measure of the absolute utility or of the 
precise ratio in utility which any item in the series bears 
to any other. To say that a certain utility is the smallest 
of a series does not imply anything about the size of this 
utility. The smallest potato in the bin may be a very 
sizable potato. 

From the very fact also that the series is a series, and 
that the very law of satiation which it expresses requires 
that the items of the seriés be unequal in utility volume, 
there can be no term within the series capable of serving 
accurately as the utility-measure of any other. 

Nor is it more defensible to assert that the measure of 
the utility is to be found in money. To say that the limit 
price upon a horse for a would-be buyer is 30 means 
simply that at any price above 30 the bidder would prefer 
to reserve his purchasing power for other purposes. But 
it will not do to assert with the Austrians that this 30 
measures the utility of either the goods or the horse. 
There is no such thing as measuring utility in money. 
All that the price limit of 30 says is that, as between the 
utilities of two things purchasable at 30, to go as far as 
30 for the horse is to reach the point of indifference. At 
higher than 30 something else is preferable. This 30 
mark speaks as to the relative utility —to the particular 
individual — of horses and other things, but says nothing 
as to the absolute utility of the things compared. That 
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John is taller than Tom tells nothing of how tall either is. 
Likewise, to assert an equality of utility between two 
things tells nothing as to the absolute utility of either. 
That all the potatoes in a bin are of equal size leaves 
everything in the dark as to the size of any of them. 

It follows that the vague term utility gets quit of only 
one dimension of its vagueness in becoming marginal. 
Nor does the strictly marginal utility — the lowest utility 
of the series—do even this. It is only when a quantita- 
tive relation of utility is asserted with reference to a com- 
modity outside the series when utility becomes relative 
—that marginal utility, so called, can express itself in 
price limits or become relevant to the phenomena of ex- 
change. 

There are, then, three important concepts, each of them 
purely subjective, involved in the value analysis,— utility, 
marginal utility, and marginal relative utility. Of these 
three only the last has any share in the term value. It is 
indeed simply subjective value under a different name. 
Value of any sort emerges only where utilities become 
relative. For different buyers the relative utilities of 
horses to other goods when expressed in terms of money, 
as 80, 28, 26, etc., are purely personal estimates as to the 
utility of horses compared with the utility of the things 
which each buyer must forego in the event that he pur- 
chases a horse; and these are marginal estimates, since 
each expresses the purchasing disposition pushed to the 
point of indifference. Each of these money statements 
is, therefore, an expression of subjective value, money 
serving as mere equation sign between quantities of un- 
known size: z= y, with no notion as to the magnitude of 
either z or y. The limit of what one will let go for a 
thing in order to get it,—the equality point,—is the 
measure of its value to him,— its subjective value. Mere 
marginal utility expresses the utility that is lost in the 
loss of one item of stock. In relative marginal utility — 
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loss in terms of something else —the thought is carried 
over into the field of value. ~ 

We are now ready for further additions to our equip- 
ment of terms. Market value is the objective resultant — 
the equilibrium point — of all the different subjective 
values implicated in the market. The marginal traders 
are those with whose subjective valuations the market ad- 
justment most nearly coincides. For all traders other 
than the marginal there is an appreciable advantage ac- 
cruing from the fact of exchange. These differentials,— 
these distances of advantage between the sacrifice which 
would have been consented to, if imposed, and the sacrifice 
actually consented to — are the traders’ quasi-rents. 


In the light of the foregoing analysis, what now shall 
be said of the cumbersome terminology of the Aus- 
trians ? * 

Whether in the Austrian thought marginal utility is 
identical with subjective value is not easily determined. It 
may well be so, since over and again marginal utility is 
made identical with market value. On page 209 of the 
Positive Theory subjective value is defined as “a value 
determined by the goods marginal utility ” — something 
more than mere marginal utility, since by the definition 
subjective value is “determined by marginal utility.” On 
page 189 it is said that “the measure of the utility which 
depends upon the good is, actually and everywhere, the 
measure of value for that good”; on page 149, “The 
value of a good is determined by the amount of its mar- 
ginal utility”; and on page 167, “ Value is the importance 
which a good has for the well-being of a man.” This is 


*TI frankly confess that I would gladly exchange these pedantic and clumsy 
expressions for terms more euphonious and popular if they could be got to in- 
dicate the objects referred to with even approximate correctness, but I have 
not been able to find such expressions. The words use, value, and exchange 
value are not suitable at all, because, as we shall see, there is a subjective ex- 
change value. Positive Theory, 130, note. 
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certainly perplexing; and it gets worse as one reads, or 
thinks he reads, that marginal utility is the same thing as 
use value, and that marginal utility is market value, and 
that marginal utility determines market value, and that 
price measures marginal utility, and that price is deter- 
mined by marginal utility. But all of this goes as objec- 
tion to the manner of employment of terms rather than to 
the justification for their existence. Of quite the other 
sort is the protest against oljective value and objective ex- 
change value. These terms appear to lack reason for being. 

Objective exchange value gets its right to be by virtue of 
the instinct towards symmetry. There is, it seems, a swb- 
jective exchange value ; and objective exchange value comes in 
by the method of logical antithesis. Objective exchange 
value means nothing more than market value. It is there- 
fore harmless, and no more confusing than uncalled-for 
terms commonly are. 

Not so with subjective exchange value. This term is not 
merely unnecessary to clear thinking: it is positively in- 
consistent with clear thinking. 

Doubtless the utility of a good may be greatly enhanced 
by exchange for something else, and in a sense the utility 
of the purchased thing may be conceived as reflected back 
upon the thing which purchased it; but the case will all 
the while be one of utility. That this utility is obtained 
through exchange would justify calling it indirect utility 
or exchange utility, but not value, The fact that an ex- 
change has taken place does not fix the notion of value 
upon everything connected with the exchange transaction. 
If some word must be had to indicate that this process has 
taken place, that word should be exchange. And, if value 
were in any view permissible, the purchased good would 
have to be measured in value by the thing which bought 
it, this leaving us precisely where we began. The term 
subjective exchange value should therefore give place to 
subjective exchange utility; and, inasmuch as utility of 
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any sort must be subjective, the term could well remain 
exchange utility. Inasmuch, also, as all gains in utility ef- 
fected through exchange are sufficiently indicated under 
quasi-rents, perhaps it would be as well to drop the entire 
series of terms. 


The foregoing analysis, with its derived concept of mar- 
ginal relative utility,— later to be resolved into marginal 
sacrifice,— will, if accepted, serve not merely to disburden 
the Austrian statement of its intricate and awkward ter- 
minology, but also to bridge over some serious gaps in its 
doctrinal unity. The argument thus far may be summa- 
rized as follows : — 

Utilities are comparable only as parts of an individual 
schedule: there is no series and no margin where different 
men are considered. 

Nor, as mere utility, can there be any basis of comparison 
between the margins of different individuals. There is, 
therefore, by marginal utility no way over from the indi- 
vidual to the market. 

The introduction of money avails nothing for this pur- 
pose, since utility is not susceptible of a money measure. 
Only by the concept of relative utility—the individual’s 
comparison of competing marginal utilities,— subjective 
valuation,— are we able to find a way from the purely 
personal and psychological aspects of the problem to the 
objective and impersonal resultant which we call market 
value. Only by this method are the motives underlying 
exchange and fixing its terms intelligible. Wanting this 
notion of relativity, subjective and objective values must 
forever remain distinct and separate fields of investiga- 
tion.* 

* That this discussion is not at all beside the point may be judged from the 
following from Wieser: ‘Theorists who have confined themselves to the 
examination of exchange value, or what comes to the same thing, of price, 


may have succeeded in discovering certain empirical laws of exchanges in 
amounts of value ; but they could never unfold the real nature of value and 
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III. 


The Austrian explanation of value is based upon the 
assumption that, as the items of offer and demand become 
more numerous, the margin interval within which the 
higgling process may be operative is constantly reduced. 
A sufficiently minute gradation of both offer and demand 
is assumed —so near an approach to infinitesimals — as to 
justify the treatment of the selling price as accurately a 
marginal price for both demand and supply. Admitting all 
the necessary attendant conditions,— namely, that all the 
commodities are of equal desirability, all the competitors 
in the market simultaneously, and “that the buyers and 
sellers make no mistakes about the actual state of the 
market such as would prevent them from really pursuing 
their egoistic interests,” *— assuming, in short, a per- 
fectly frictionless market, this may be admitted as an 
accurate account, descriptively, of the market process; but 
it is another matter to assert that the point of adjustment 
expresses marginal utilities, or measures them, or is meas- 
ured by them. As we have seen, two marginal utilities 
must be compared by each marginal trader — utilities 
must become marginal relative utilities — before a trader 
can become a marginal trader. It is still another matter 
to assert that these marginal traders are, as against the 
opposing in-pressing volumes of commodity and of pur- 
chasing power, the causal facts determining the ultimate 
discover its true measure. As regards these questions, so long as examina- 
tion was confined to exchange value, it was impossible to get beyond the 
formula that value lies in the relation of exchange,— that everything is so 
much more valuable the more of other things it can be exchanged for... . 
Value was conceived of relatively by referring one thing to another, as the 
ratio of valuable things. Absolutely and by itself value was not to be under- 
stood. It is significant of this conception to state that one thing cannot be an 
object of value in itself; that a second must be present before the first can 
be valued. Theory has only very gradually shaken itself free from this mis- 


conception, this circle. ... As a matter of fact, value is still chiefly regarded 
relatively.” Natural Value, 53, note. 


* Positive Theory, 204. 
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price adjustment. One is here reminded of sop’s tale 
of how the fly sat on the axle-tree of the chariot, and said, 
“What a dust do I raise!” It is yet even more question- 
able to assert that, while the market price coincides with 
the price limits of both marginal traders, the price is 
invariably determined by the price limit of only one,— the 
buyer. All these questions really resolve themselves into 
the one great question, What are the causative forces in 
the market adjustment ? 


The illustration— quoted from Positive Theory — of 
isolated exchange has already received sufficient examina- 
tion. No talk of determination of price by margins or at 
margins, but only between margins, can be made for this 
case. 

Consider now the illustration of competition confined 
to the selling side. If A is the only buyer, with 30 as 
his price limit, and if together with B,, with a minimum 
price of 10, there are other items of supply, B, at 12, 
B, at 15, B, at 20, and B; at 25, the price must be made 
at somewhere between 10 and 12 as the limits.* 

This second case gives little support to the theory that 
the price adjustment either expresses a demand price or 
is limited in either direction by demand margins. Both 
the upper and the lower limits are fixed by offerers’ prices. 

It appears, indeed, that only where, at a certain mini- 
mum of price as set by supply, the demand items out- 
number the supply items, can a demand schedule furnish 
both price limits ; but cases of this sort are presented only 
in the one-sided competition of buyers: 

“ Assume now that, in addition to A, and Ag, three other 
buyers, As, A,, and A,, compete for the horse, and their 
respective circumstances are such that they count the 
possession of the horse equivalent to 22, 25, and 28, re- 


* Positive Theory, 201. 
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spectively. ... Ag; will bid to the limit of 22, A, to 25, and 
A, to 28.” * 

Thus at 28 A, and A, would close, so A, must pay a 
price somewhere between 28 and 80. 


Observe that this is a case, in its terms, of one item of 
supply against two of demand. A distinction must, how- 
ever, be made between the case where the supply is for 
sale at whatever it will bring and the contrasted case of 
supply offered with reservation limits. Cases of this sec- 
ond sort are typical. Much of the perplexity in defining 
demand and supply is due to the fact that supply, in the 
sense of the ordinary statement, is both demand and sup- 
ply, and as much the one as the other. The bad logic of 
explaining price by demand and supply, and then defining 
demand and supply as derivatives from price, is sufficiently 
manifest. Ruskin’s inspirational methods touched the 
heart of the question when he wrote, “The economists 
mean by demand ‘the quantity of a thing sold.’ I mean 
by it the force of the buyer’s capable intention to buy. 
In good English, a person’s demand means not what he 
gets, but what he asks for.” 

So if two men, one with a price limit of 30 and the 
other of 20, want to buy a certain horse, while the seller 
will refuse anything under 10, there are really three 
demand prices bearing upon the horse. The seller plays 
two rdles. The case is not that of a willingness to sell at 
any price,—in which we should rightly reckon only two 
demands,— but is rather like that at an auction where 
there is an authorized bidder-in. If now the sellers’ re- 
serve prices were made items in the demand column, all 
goods being thus conceived as goods offered without 
reserve, something would be achieved toward clarity of 
concepts —on the one side as supply, all the supply there 
is, and, on the other side, all the demands that bear upon 
* Positive Theory, 201. 
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For example, let buyers’ prices range from 12 to 2, 
and sellers from 1 to 10. 


1 At 7 six men will buy and seven will sell; at 6 seven 

11 2 will buy and seven will sell, The price must fall be- 
10 3 .tween 6 and 7 with six sales, four would-be sellers re- 
9 4 taining their respective horse 
8 5 Now change the statement so as to allow the sellers 
7 6 reserve limits to appear as demand, leaving the supply 
6 7 for sale at whatever price the market will allow. The 
5 8 demand schedule will now stand as 12-11-10-10-9-9- 
4 9 8-8-7-7-6-6-5-5-4-4-3-3-2-2-1. Over against this are 
8 10 the ten items for sale without reservation. The price 
2 cannot be made at above 7, and may rest at any point 

short of 6, where two other buyers stand ready to pur- 

chase. 

“TWO-SIDED COMPETITION. 

Buyers. 

“A, values a horse at 30, and would buy at any price under. . . 30 
A, “ “ “ “ “ “ “ “ “ “ “ “ 4 F 28 
As; “ “ “ “ “ “ “ “ “ “ “ “ 26 
A, “ “ ity “ “ oe “ “ “ “ “ “ee . - P 24 
A; “ “ “ oe “ “ “ “ “ « “ “ [ ‘ . 22 
A; “ “ “ “ “ “ “ “ “ “ “ “ ‘ a Z 21 
A, “ « “ “« « “ “ “ “ “ “ ar 20 
Ag “ “ “ “ 6 “ “ “ “ “ “ “ . . . 18 
Ay “ “ “ co «ee “ “ “ “ “ “ i 17 
An “ “ «“ « <« “ “ “ “ “ “ “ ms P 15 

Sellers. 

B, rates a horse at 10, and would sell at any price over . . . 10 
B, “ “ “ “ “ “ “« “ “ “« “ “ Z a * l 1 
Bs “ “ “« “ « “ “ “ “ “ “ “ iio 15 
B, “ “ “ “ « “ “ “ “ “ “ “ ir i 5 17 
B; “ “ “ “ « “ « “ “ “ “ “ ere 20 
B, “ “ “ “ “ « “ “ “ “ “ “ , 5 P 214 
B, «“ “ “ “ « “ “ “ “ “ “ “ Ts 25 
B, “ “ “ “ “ “ “ “ “ iti “ “ . : ps 26 


At any price over 20 only six horses are demanded and 


five offered... . 


The solution becomes essentially differ- 


ent when the rising bids have reached the limit of 21. At 


that price Ag is compelled to cease bidding, and there 
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are now only five sellers against five buyers. ... . The 
bargain may be concluded at the price of 21.” But at the 
price of 21 1-2 “there would be a sixth possible seller in 
the form of B, . .. The limits within which the price 
must necessarily be determined are narrowed to 21 and 
21 1-2.” * 

Recasting the problem so as to make reservation prices 
appear in the demand column, the supply schedule stands 
as eight items for sale without reservation as against offers 
of 10-11-15-17-17-18-20-20-21-21 4-23-25-25 — 26 - 27 - 
28-80. The price outcome is, of course, the same as 
before. 

It is worthy of note that this view of supply as having 
also a demand aspect and as leaving both the upper and 
the lower price limits to be furnished from the demand 
schedule affords scant comfort to the demand school of 
value, since it remains true that the number of items in 
the supply schedule must determine between which limit 
pair of demands the price shall finally settle. Otherwise 
than by somehow showing that the volume of the supply 
schedule is itself to be traced back to demand forces and 
explained by them, the demand point of view fails to 
make out its case. 

But, in whichever manner the problems are analyzed, 
it is evident that no warrant has yet been given for assert- 
ing the paramount importance of either demand or offer 
in the determination of price. Admitting that for cases 
where infinitesimals have excluded higgling, ‘“‘ we now see 
that every market price is a marginal price,” ¢ the existence 
and origin of any one determining force must still be held 
in doubt. To justify the Austrian interpretation, supply 
has yet to be resolved into demand. 


It remains to be pointed out that, while in an isolated 
exchange B and A get at the terms of sale by higgling, 
* Positive Theory, 203-206. t Ibid., 209. 
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and while, in the case of the one seller B in face of A, and 
Ag, the price is fixed by the bargaining of B with A,, it is 
a hazardous step to conclude that any similar pairing-off 
can obtain under the two-sided competition of the ordinary 
market, no matter how idealized may be assumed to be 
the conditions. It can hardly be true that, in order to 
reach the price adjustment, any particular individuals 
must get together; yet our rationalized schematic nar- 
rative has it that the least anxious actual buyer who would 
pay 22, if necessary, and the least anxious actual dealer 
with his limit of 20,— the marginal bargainers,— arrange 
the price adjustment through their skill of fence in the bar- 
gaining process. They certainly need not; all that the 
perfect market assumes is that such a price be reached as 
shall leave no one having the willingness to sell below the 
price to cry his wares without a purchaser, and as shall 
leave unsupplied no purchaser who would yet search for 
the commodity at any slightest fraction above the price 

established. The price which will fulfil these conditions 

may be established in no matter what wise: it is sufficient 

that it will not be disturbed. The chances are evidently 

thousands to one that the marginal traders will not get 

together to higgle, and it is by no means clear that these 

are the traders of especially marked disposition to higgle. 

That they are the most indifferent of all, in point of the 

volume of quasi-rents at stake, may not indeed fairly 

: argue that they are the least interested in the particular 

penny or two to be contended for; but in actual fact not 

the number of pennies at stake, but the kind of people 

playing for these pennies, will mostly determine who will 

do the higgling and how much higgling will be done. 

Women of the shopping and bargain-counter mania deserve 

especial attention in this connection. There is no sufficient 

) reason for supposing them to be purchasers at or near the 
margin of indifference. 

And, even were it true that the traders nearest the 
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margin chiefly do the higgling, their activity could be 
effective in setting the last touches to the price adjust- 
ment only so far as they were assumed not to be marginal. 
It is of the essence of the theory that in a perfect market 
higgling is not a force to modify the outcome; and, even 
upon the assumption of an inter-marginal area, it could be 
only within this narrowest of limits and as putting, so to 
speak, a fine edge on the price that bargaining could avail 
to fix the terms of the exchange. Certainly, in the broad 
view, these marginal or quasi-marginal bargainers are the 
results of the price limit, and not the cause of it. The 
marginal item, whether of demand or supply, differs from 
any other item only that through it as marginal increment 
a determination may be made of just what effect it, or any 
other single item, has had upon the price adjustment, 
measurement being made from the point at which all the 
other forces in the market would otherwise have left 
the price. Not to the soldier who fires the last gun is 
the victory to be accounted, nor is the smallest boy 
who touches off a fire-cracker to be held responsible for the 
Fourth-of-July hubbub. If there is truly a marginal 
buyer, the marginal price must coincide with his valua- 
tion; but neither the point of adjustment nor the buyer 
at this point is the determinant of price. This buyer is 
the least forceful among all the buyers. True it is that, if 
he were not in the case, the price would have been other ; 
but so is this true of all other buyers. The marginal 
demand is one among the whole number of demands, and 
as such has its part in the resulting adjustment ; but it is 
the entire demand in equilibrium with the entire supply 
which gives this market adjustment. Almost as well talk 
of the child who chases the wave up and down the shingle 
as fixing the wave-front.* 

For most purposes the marginal traders are observers. 

* The withdrawal of iron from any one of its necessary uses would have just 


the same influence on its value as the withdrawal from its marginal use. 
Marshall’s Principles, 580, note. 
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It is true that their added weight in the market may 
move the price from one margin to another, but the basis 
on which they build or to which they add is made by 
thousands of other demands in face of thousands of 
offers.* 

The fact appears to be that the marginal method of 
analysis is of very limited application as an account of the 
concrete facts of industry, and is of even less value as a 
statement of causal sequences. As a thoroughly rational- 
ized statement of that which never remotely approaches 
the rational,— as a formulation of the logic implicit in the 
market,— it has, in some directions, an important function 
in economic investigation ; but it says merely that, with the 
various occasions of friction eliminated, with things differ- 
ent in degree merely, the forces and tendencies of the mar- 
ket would work out in conformity with the illustrative 
scheme. It has nothing to say as to the nature or causal 
interplay of these forces. 

This is in no sense to deny the important service of the 
marginal method, but rather to define and limit its pur- 
pose. Only by such close analysis of what is characteristic 
in marginal relations does the ready and sensitive response 

*That this needs saying is evident not merely from numberless cases of 
careless statement,— some of my own among them,— but from cases where the 
marginal doctrine is made the basis of really absurd conclusions : — 

‘“* At first sight it may appear strange that so few persons, and those so 
little conspicuous, should decide the fate of the whole market; but on closer 
examination this will be found quite natural. If all are to exchange at one 
market price, the price must be such as to suit all exchanging parties ; and 
since naturally the price which suits the least capable contracting party suits, 
in a higher degree, all the more capable, it follows quite naturally that the 
relations of the last buyer whom the price must suit, or, as the case may be, 
the first buyer whom it cannot suit, afford the standard for the height 
of price.’? Positive Theory, 213. 

““We may go a little farther, and affirm that, so far from the money 
demand proper being the regulating demand, in the adjustment of ratios 
between the precious metals and other commodities that money demand can 
hardly ever be the regulator. ... [It] can hardly ever be that last margin of 
demand to which the last margin of supply is adjusted, and by which the 
ratio of exchange between the precious metals and other articles will be finally 
settled.” Giffen, The Case against Bimetallism, pp. 94, 95. 
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of value to market influences become intelligible, or a ra- 
tional and detailed account of the ultimate relations of 
demand and supply to each other, and both of them to 
market prices, become possible. 


IV. 


Thus far in our discussion no account has been at- 
tempted of the way in which cost-of-production influences 
may bear upon market values. Producers and consumers 
are familiar with the market system as a social product,— 
an institution, a going concern,— under the limitations 
and opportunities of which production and its costs are 
worked out. But cost of production is equally a fact in 
the Crusoe economy, and equally conditions Crusoe’s 
activities. Each product costs the isolated producer its 
quantity of displacement of produced or of producible 
goods. It is a question of foregoing. So far as Crusoe’s 
work was rationally planned, he was constantly turn- 
ing his efforts to that undone thing the doing of which 
was of leading importance. At a certain point fishing 
was abandoned for game. The game cost fish or the 
fish bought game, since the work which would produce 
fish or game was applied to game, and withdrawn from 
fish. It is true that the actual going concern,— the mar- 
ket system,— under which production now takes place 
and costs are determined, conforms but slightly to the 
terms of any possible schematic statement. In the retail 
trade there are almost as many prices as shops. ll sorts 
of influences, confusions of brands and trade-marks, in- 
dustrious and mendacious advertising, neighborhood con- 
venience, snobbery in tribute to the social repute of par- 
ticular dealers, ignorance, hurry, and carelessness, make 
the retail demand, in large measure, non-competitive. 
And likewise in the wholesale trade, where things are not 
sold by the method of minute increments and marginal 
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items, there is never a market price in the sense that the 
next travelling salesman will not make another. 

But for most purposes it is sufficient that there is an ex- 
isting market, and this without the aid of any rational- 
ized or conjectural history as to how it got itself estab- 
lished: there is a going concern, under the constantly 
fluctuating conditions and varying opportunities of which 
streams of commodities from countless directions are un- 
ceasingly trickling or flowing in, while, in isolated, care- 
less, haphazard fashion, out-takings of commodities are con- 
tinually being made for purposes of consumption. 

But in all this confusion of conditions the producer does 
know, in the general average and in the long run, about 
what he can get for his product, and produces this or the 
other commodity in view of market opportunities as he 
estimates them. His attitude is, in substance, that of an 
acceptor of an offered price. His cost of production 
is essentially the same as in isolated production: the 
transaction is the exchange of one complex of goods for 
another. Cost is in the value of what might have been 
produced, but was not produced,— in the goods (or the lei- 
sure) which the producer consented to forego. 

This is cost at its simplest, and doubtless it is over- 
simple. Not all ways of gain are equally productive: 
some lines of activity are out of the question, as requiring 
for success some things which a scrupulous man will not 
do. Either the occupation intrinsically or its plane of 
competition is unacceptable: irrespective of the dictates 
of caution, most men are disposed to draw the line some- 
where on this side of burglary or highway robbery. Chat- 
tel mortgage investment is unattractive to a philanthropic 
or sentimental investor. The saloon and the faro bank at- 
tract only a limited supply of business enterprise. In fact, 
aptitudes and tastes come into effective play in the choice 
of occupations, It is not uncommon that a man prefer to 
preach or paint at one income rather than do something 
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else at twice the income. So, again, not all men need de- 
cide between work and want: there are many to whom 
leisure is a possible choice, and who, with falling profits or 
with failing pleasure or interest in an occupation, or at the 
approach of old age or ill-health, will retire from produc- 
tive activity. And, finally, there are men —and women 
— who waver between productive effort and the parasitism 
of crime or vagabondage. 

The bearing of leisure upon cost must be a little post- 
poned in this discussion. It is here sufficient to say that 
for most cases cost is something more than a return for the 
outlays of production, something more also than a personal 
justification for activity against idleness. The producer 
must in addition justify his occupation against any other 
line of occupation open to him. As bearing upon price, 
cost is nothing more than the inducement necessary to the 
bringing forth of product. The search for the maximum 
compensation for the productive energies and opportuni- 
ties at one’s disposal is the typical form in which cost pre- 
sents itself. 

Cost, then, is to be restated as the sacrifice of alterna- 
tive opportunities of productive employment or productive 
investment. It is the long-run refusal price below which, 
as a margin, the advantages of some alternative activity 
will tip the scales. Resolving this long-run refusal price 
into the relative advantages of other employment,— the 
compensations offered by other demands,— price is recog- 
nized as the equating point of opposing demands. Sup- 
ply thus takes on a definitely dynamic aspect. It is no 
longer an inert or passive fact, as the object of demand, 
having the capacity to affect values only as it satiates de- 
sires. It has rather the aspect of a resistance, the direct 
expression of demand working in other directions. 

We return, then, to the fact that all demand, marginal 
or other, is demand only in terms of other things, ex- 
presses the desire for the commodity in question as against 

















AUSTRIAN THEORY AND TERMINOLOGY 879 


the alternative application of the purchase price, and is 
intelligible only as recognizing, including, and overbear- 
ing this alternative demand. The marginal demand is 
such only by the fact that two opposing demands are at 
the equality of indifference. Likewise with the supply 
schedule: the price at which any one sells expresses his 
preference for the thing purchasable with the price as 
against the thing in hand. The margin is the margin of 
indifference between these two utilities. 

Carried over into the field of costs — into the psychology 
of preparation to sell rather than of readiness to sell — the 
principle holds with equal obviousness. In view of 
the market prices of different commodities, to what com- 
modity shall the producer apply himself? It is a choice 
as to which demand will pay him best. At the margin it 
is an equality of advantages between the two most ad- 
vantageous opportunities. The cost of one product is 
estimated in the displacement of some other. The resist- 
ance to the production of any commodity is in the com- 
pensations attainable through other commodities. 

It follows, then, that a supply schedule based upon 
costs is not a flow of items to be sold for whatever they 
will bring, but a flow with very definite though changing 
reservation limits. These limits are given by the demand 
for productive forces to be applied in other directions. 
These other demands are therefore to be included as items 
in the demand schedule for the long-time adjustment. 

If it be granted that the supply schedule is equally a 
demand schedule, the futility of the contest between the 
utility school and the cost school becomes apparent. Each 
of the contestants will have to make room for the other, 
with both elements recognized as dynamic in precisely the 
same sort. All talk of either margin or of both as fixing 
the market price must cease: the entire discussion will 
sum up its results by the replacing of the preposition 
by with the preposition at, By common consent cost of 
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production has no bearing upon value excepting by way 
of modification of supply. Relatively speaking, the de- 
mand schedule is a fixed one. There is, therefore, much 
to say for the view that, however fully the primal and 
causal nature of demand be recognized, it is yet true that, 
given man as he is, with his equipment of desires and 
tastes and habits and customs, modifications in price are 
most profitably studied from the point of view of varia- 
tions in the supply term. Diminishing costs are the char- 
acteristics of a progressive social economy: the proximate 
causes of modifications in value are, then, to be found in 
those changes of productive processes which, by diminish- 
ing the cost, expand supply. A better process implies 
simply that per unit of product it is now necessary to 
divert a smaller total of productive forces from other lines 
of production. Prices fall until the rising curve of product 
cuts the falling curve of price at the equilibrium point of 
compensations. Productive energies distribute themselves 
in view of the marginal urgency of the different demands. 
Distribution is made at the compensations fixed by each 
of these different demands. It is, then, not an adequate 
formulation to say that the market, having become over- 
stocked at the old price, the increased supply makes it 
necessary to make sale connections with wants of lower 
intensity — that the larger supply has, so to speak, un- 
covered lower levels of demand, so that the market price 
is still the marginal demand price of the newly attracted 
purchasers. Doubtless so it is, but it is equally the mar- 
ginal supply price. Neither the relative-marginal-utility- 
demand items nor the marginal-utility-supply items can 
be, either alone or in conjunction, taken as fixing value, 
but only as commensurate with value. 

All of this marginal explanation assumes not merely an 
infinitesimally minute gradation in both demand and sup- 
ply schedules, but also, where the réle of supply is assumed 
by production, an ideally perfect competitive production. 
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So soon as any sort of restriction or monopoly obtains, the 
supply schedule takes on the aspect of unreserved supply : 
demand forces are predominant, and supply stands as the 
passive satiation of demand. 


It remains to discuss those limitations of supply due, not 
to choice between different productive occupations, but to 
choice of leisure or inaction as against any sort of produc- 
tion. That ordinarily and typically the choice is not be- 
tween production and idleness, but between competing 
lines of production, does not provide for the case of that 
producer whose margin is one of retirement; and what 
about the fact that all production — other than that of the 
fixed factory day — has its sundown margin of weariness ? 
These are clearly cases of margins, and margins of the sup- 
ply-limiting sort; that is to say, cost of production mar- 
gins. And, if they are so, why is not the marginal cost of 
production, in either case, the point of indifference between 
effort and product — thus arriving at the old doctrine of 
labor cost? 

Evidently, this difficulty does not present itself under 
the wage system; and, in point of fact, as bearing in an 
important way upon the relative volume of products in 
different industries, no man is marginal as to the question of 
the last hour or minute of his day, but by his line of pro- 
duction taken as a whole. Weariness must come in any 
employment: the length of the working day or the degree 
of weariness at night gives no hint as to the relative irk- 
someness of the whole day or whole line of employment, 
or as to the total utility or total exchange value of the differ- 
ent possible results in product. But this, again, is only to 
repeat that the choice is commonly between different lines 
of production. But it is not always so: we still await the 
interpretation to be given to the day’s-end margin of rest. 
The solution is found in the fact that, inasmuch as no 
margin is important unless as bearing upon supply, and as 
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this weariness margin is a margin common to all lines of 
supply, it does not affect the relative product of the differ- 
ent industries. That from this labor point of view every 
one is a marginal producer involves the fact that for the 
purposes in hand no one is. All are contributors to sup- 
ply under substantially similar influences. For price pur- 
poses no person is to be regarded as marginal as against an- 
other otherwise than as he is in peculiar degree subject to in- 
fluences tending to reduce or limit supply. Here, again, it 
is important not to misconceive the significance of the mar- 
ginal method: its service lies chiefly in its accurate and 
illuminating analysis and measure of the forces and influ- 
ences bearing upon demand and supply volumes to modify 
them. The notion that margins are determinants instead 
of being determined, and that there resides in them some 
special price-influencing virtue, is both fallacious and mis- 
leading. The older doctrine which held price to be merely 
the adjustment or equilibrium point between demand and 
supply fully covers the case: the later analysis works 
within the old lines, but does not transcend them. 


That cost has as much to do with value as has utility, 
and marginal cost as marginal utility, has been made 
evident by the fact that cost is itself a comparison of 
utilities, and is merely the market expression of the 
resistance of competing demands. There is also this ad- 
vantage in the affiliation of value upon cost rather than 
upon utility: that it is the super-position of cost upon 
utility which gives value; that is to say, value is rather 
the measure of the cost of utility than the measure of 
utility. 

If now we inquire as to the nature of the cost imposed 
as a condition upon utility and which, imposed, trans- 
forms utility into value, we return again to the fact that 
cost is commonly and typically worked out in terms of 
other utilities. This is, indeed, merely to return to our 
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earlier demonstration that no utility becomes economic in 
nature until compared with another — until it is thought 
of as a relative utility,— and that all cases of margins are 
relative margins, and that marginal utility is in reality 
marginal relative utility. 

It remains, then, to urge that marginal utility and 
marginal cost would obtain more accurate and less awk- 
ward expression as buyers’ marginal sacrifice and sellers’ 
or producers’ marginal sacrifice. 

Suppose it be asked how much one values a thing 
that cost him nothing. The answer must be in terms 
of what he would refuse for it. Only rarely could it be 
in terms of what work he would perform to get it, since, 
ordinarily, his method of replacement would be by the 
roundabout method of production and exchange. Like- 
wise, the “old master” has never had an explanation of 
its value in terms of its cost; nor have defective goods, 
or goods unadvisedly produced, or goods deserted by 
whim or fashion. Even for cases where there is a cost of 
production or of reproduction, price is rarely, if ever, at 
the point of actual cost, but varies more or less widely, by 
excess or defect, from the cost normal. Things have value 
in terms always of the sacrifice which they command. 
This is not at all equivalent to saying that things have 
value according to what they have cost or would cost 
the producer. The withdrawing seller is himself a buyer ; 
and in a Crusoe economy the question must always go 
back to what Crusoe would undergo or what advantage 
he would refuse rather than surrender the thing in hand. 

The acceptance of sacrifice as at the heart of value con- 
cept does not rest upon the cost of production explana- 
tion of value, still less upon the labor-cost theory. It 
does, however, include these wherever they rightly apply, 
—as, for example, in the case where the producer hesi- 
tates between production and leisure. It is only where 
supply is elastic that cost affects price or points to a 
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normal. If demand permits, things may sell at any dis- 
tance above their cost as well as, with lax demand, at 
any distance below; but for any of these cases the sacri- 
fice statement holds. So of wages; there is practically 
no limit beyond which wages may not fall in any one 
industry, were it not for opportunities in competing em- 
ployments. Wages as cost cannot be low or high abso- 
lutely, but only relatively. Relativity is of the essence 
of cost in all cases. Marginal relative utility is marginal 
sacrifice. . 

H. J. DAVENPORT. 
Lincotn, NEBRASKA. 


By the kindness of the editor my attention has been called to an 
article by David I. Green — ‘‘ Pain Cost and Opportunity Cost ” — in the 
January, 1894, number of this Journal. In many respects Mr. Green’s 
analysis of ‘‘ opportunity cost’’ anticipates the positions taken in the 
last two or three pages of this article, and, needless to say, covers the 
ground much more adequately. His treatment is especially illuminating 
for the purposes of this discussion.— H. J. D. 




















BOHM-BAWERK ON RAE. 


An attempt to comment in detail on Béhm-Bawerk’s ex- 
position and criticism of Rae’s theory of capital* would be 
contrary to my present purpose, I believe that Rae’s work 
is an important light on the whole subject of capital; and I 
regard both Béhm-Bawerk’s criticism and the prestige of his 
Positive Theory as having the effect of obscuring that light. 
Accordingly, notwithstanding the title of my article, I wish to 
undertake in the main not a formal rejoinder to Bhm-Bawerk’s 
handling of Rae, but a fresh comparison of the two authors. 

At least externally and negatively there is, indeed, a 
striking resemblance between the two investigators. Viewed 
especially with regard to the errors they avoid in their prelim- 
inary concepts, and with respect to their common spirit of 
revolt against much of the old tradition, they form a group 
remarkable for its detachment. But a close inspection of the 
group reveals that internally and positively it is rent asunder ; 
that Béhm-Bawerk and Rae are representatives of two dis- 
tinct types of speculation on capitalistic phenomena; that they 
are spokesmen for two very different classes of capitalists. 
The one puts forward a theory of the system of division of 
employments to which the forms of concrete capital, ar- 
ranged in a series according to their rank or stage of develop- 
ment, are incidental; the other, a theory of the tool or 
machine in its most inclusive sense, to which the system of 
division of employments and its concomitants is incidental.t 

*Chap. xi. pp. 875-428, of the second edition of the Geschichte und Kritik 
der Capitalzins-Theorten. Innsbruck, 1900. 

tI plead guilty to the charge that to a considerable extent on a former oeca- 
sion I read Béhm-Bawerk into Rae, and that I represented a greater likeness to 
exist between them than is actually the case. (See Geschichte, pp. 424-427.) In 
defence I urge that at first, with less perfect understanding than comes with pro- 
longed study broken off and renewed at intervals, it was natural that resem- 


blances rather than differences should have struck my attention. But the very 
fact of these errors, and others, makes fitting a reopening of the whole subject. 
t“* Capital is nothing but the complex of intermediate products which appear 
on the several stages of the roundabout journey ”’ of production. 
“Capital has, first, a symptomatic importance. Its presence is always the 
symptom of a profitable roundabout production. I say deliberately ‘symptom,’ 
and not ‘cause’ or ‘condition’ of profitable methods of production ; for, as a fact, 
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The one emphasizes the passive forces — the conditions — of 
interest and existing business; the other, the active forces 
— the creation — of profit and progress. The one presents, in 
short, a philosophy of capital which is mercantile ; the other, 
one which is industrial.* 

As a preliminary aid to the detailed discussion and com- 
parison of the individual theories of Rae and Béhm-Bawerk, 
the general subject of capital may be divided into two 
branches : — 

(A) The general and progressive material betterment of 
men and nations arising from the use and improvement of 
capital ; and 

(B) The particular gains of the individual owners of capital ; 
which last may be again divided into two branches :— 

(C) The problem of the emergence of pure capital earnings 
or interest,— why there is any such gain at all obtainable by 
capitalists; and 

(D) The problem of the variation of the rate of profit or in- 
terest, for short periods as well as long periods, supposing 
there is a rate established in a market. And this in turn has 
two aspects : — 

(E) The . technical side,—the side of the resistance of 
physical nature and the counteracting forces of progress in the 
arts,— the side of utility of and demand for capital; and 

(F) The psychical side,— the side of resistance of human 
nature and the counteracting forces of ambition,— the side of 
disutility and supply of capital. 
its presence is rather the result than the cause. .. . It is, secondly,— and herein 
lies the chief point of its productive efficiency [that is, significance in produc- 
tion],—an effective intermediate cause of the consummation of this profitable 
roundabout process.” Positive Theory, pp. 22 and 92, respectively. 

Compare Rae, Principles, Book II. chap. viii.,—‘‘ Of the Division of Employ- 


ments, and of Other Phenomena Produced by Efforts to accelerate the Exhaustion 
[Functioning] of Instruments.” See also p. 408. 


* What, then, are the capitalists as regards the community? In a word, 
they are merchants who have present goods to sell.” 

“The exchange of present goods for future, in which interest has its origin, 
is only a special case of the exehange of goods in general.” Positive Theory, pp. 
358 and 375, respectively. 

Compare Rae, Principles, Book II. chap. i.,—‘‘ It is Characteristic of Man to 
Provide for the Wants of the Future, by the Formation of Instruments ; and his 
Power to make this Provision, is Measured, by the Extent and Accuracy of his 
Knowledge of the Course of Natural Events.” 
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The first head of this analysis (A), as Béhm-Bawerk himself 
points out several times in the course of his criticism, is the 
chief concern of Rae. To a much smaller extent is Rae con- 
cerned with (B) and (C), and to an even less degree with 
(D) and its two sub-branches. From this division of attention 
the chief shortcoming of his work, considered as a treatise on 
the whole subject of capital, arises. He is so intent on demon- 
strating the what and why of the capitalistic gains of so- 
ciety that he comes near overlooking the fact that, generally, 
those gains are, in the first instance, the gross profits of indi- 
vidual entrepreneurs. Especially is it a defect in his teaching 
that the personal net-profit-seeking motives and activities of 
entrepreneurs as such are subjects the specific treatment of 
which is almost wholly neglected. But, after all, these defects 
of distribution of emphasis are errors of omission only; Rae’s 
“unevenness of treatment” does not involve “ logical leaks,” 
“incongruities,” and “ contradictions” in his theory of capital, 
as Béhm-Bawerk maintains.* 

The charge of “ unevenness of treatment ” may also, I think, 
be brought against Béhm-Bawerk himself, and for a like 
reason. Although writing a systematic treatise, designed to 
cover the whole ground of the subject of capital and interest, 
he concentrates his attention and that of his readers on our 
analytic head (C),— on the problem of the emergence of in- 
terest. The problem of the rate of interest (D) is treated late 
in his work, and with far less thoroughness and positiveness 
than the subjects which precede it. 

In contrast with both Rae and Béhm-Bawerk, it is worth 
noting here, Ricardo directed his attention to head (D) — the 
problem of the rate of profit—to the total neglect of the 
problem of its emergence (C), notwithstanding the fact that, 
obviously, one is logically called upon to solve the latter before 
taking up the solution of the former. That Ricardo com- 
pletely passed by the problem of emergence of interest,— prob- 
ably, indeed, never recognized that it existed,— Béhm-Bawerk 
has most clearly demonstrated ; + and that his handling of the 
subject of the rate of profit was not a happy one will appear 
in some measure in the following pages. 


* Geschichte, p. 409. 
+See Capital and Interest, Book I. chap. v. ; and Geschichte, chap. vi. 
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According to Béhm-Bawerk the “greatest and the most 
tantalizing difficulty of the whole problem of interest” is to 
discover the “middle terms” (Mittelglieder) through which 
the technical and psychical “causal factors” are joined to- 
gether in the determination of the actual rate of return on 
capital. These connecting links he finds in the elements 
which go to make up the persistent market phenomenon “ that 
present goods are more highly valued than future goods.” 
That is to say, this latter Zewischenglied is the net result 
of two “part-causes,” the “psychological facts,” on the one 
hand, and, on the other, the “technical productivity ” of those 
roundabout methods of production which we are enabled to 
undertake through the possession of present goods. This last 
characteristic of present goods — that through them alone we 
can seize the industrial opportunity, and that for them that 
opportunity always exists —is what is called in the Positive 
Theory “the technical superiority of present goods.” * At the 
time of writing my earlier criticism, this principle of “techni- 
cal superiority of present goods” seemed to me superfluous; 
but I now admit that it is an essential feature of Béhm- 
Bawerk’s total theory of interest,— a theory which he himself 
characterizes as the “agio theory.” 

Ricardo, also, as Béhm-Bawerk notices in a later passage of 
the Geschichte, made use of “middle terms,” to connect the 
members of his theory of profit. In his earlier work— the 
Essay on the Influence of a Low Price of Corn on the Profits 
of Stock — Ricardo attempted to join the newly discovered 
principle of diminishing returns in the cultivation of land 
directly with the general rate of profit. This procedure was 
unsatisfactory (for reasons to be pointed out later); and ac- 
cordingly (getting meanwhile a suggestion from Torrens) 
in his Principles of Political Economy and Taxation he 
elaborated a truly remarkable series of middle terms. Given 

® Geschichte, p. 407. Compare Positive Theory, p. 227 note. I have difficulty in 
reconciling this doctrine of a middle term made up of two sorts of elements (one 
psyehological, the other technical) with the following statements on page 268 of 
the Positive Theory: ‘The superiority in value of present means of production, 
which is based on their technical superiority [productivity 7], is not one borrowed 
from these circumstances [i.¢., the psychological factors affecting the relative 


valuation of present and future goods] : it would emerge of its own strength even 
these were not active at all.’’ The Italics are mine. 
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increased difficulty in the marginal cultivation of the soil, 
Ricardo maintained, the price of food rises; consequently, to 
purchase a real wage, habitually at the subsistence level be- 
cause of the Malthusian law of population, the money wages 
of labor rise; and thus, finally, as the immediate result of the 
general rise of money wages, the general rate of profit falls. 
Contrariwise, when improvements in agriculture turn back 
the law of diminishing returns, the price of food falls, the 
numbers of the laborers increase, money wages fall, and, con- 
sequently, general profits rise. For any explanation of a rise 
in profits during a period insufficient in duration for any pos- 
sible increase of the numbers of the laboring population, one 
may search the pages of Ricardo in vain. And yet the 
Ricardian theory of profits satisfied, on the whole, most Eng- 
lish economists for two generations! The fact that Ricardo 
took for granted the existence of some rate of profit on capital 
is by no means his most serious shortcoming. 

In Rae’s teaching on capital and its earnings we find no 
trace of middle terms; and, indeed, there seems to be no 
place for them. In the opinion of the present writer the 
whole subject of profit, both as regards its emergence and its 
rate, can be treated in a thoroughly adequate manner without 
the use of middle terms, provided one first works out (as did 
Rae) the technical forces of action and resistance to general 
principles governing the demand for capital, and the psychical 
forces of action and resistance to general principles governing 
the supply of capital; and provided, further, one admits cost 
as well as utility to have a place in one’s theory of value. 

And now to address ourselves directly and simply to the 
crucial problem of the philosophy of capital. Why does the 
standard rate of interest in the industrial community suffer va- 
riation? Why at one time does interest fall, why at another 
does it rise? 

Interest falls, primarily, from an increase of savings,— ac- 
cumulations,— would-be capital, relatively to the field of invest- 
ment,— the means of embodiment of would-be capital in real, 
concrete capital,—the opportunities of exploitation through 
the agency of capital. And, contrariwise, interest rises in the 
first instance from a decrease of savings relatively to those 
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things which constitute the field of investment,— the outlet or 
vent of savings. These ups and downs of the savings market 
are themselves caused, obviously, by changes either on the side 
ef savings or on the side of field of investment; and they con- 
tinue during longer or shorter periods of time. Thus, with 
all these primary and secondary elements of the problem in 
view, the answer to our question is that interest falls during 
long periods of years ultimately and positively because of in- 
crease of strength of the effective desire of accumulation ; and 
it rises during long periods (in this instance a matter of genera- 
tions and centuries rather than of decades) because of decrease 
of the strength of the effective desire of accumulation. For 
short periods, interest falls from disorders affecting the field of 
investment or from an abnormal activity of the accumulative 
principle ; and it rises from bursts of discovery and invention,— 
from rapid advance in general industrial and commercial ef- 
ficiency. Interest is hardly likely to rise or continue station- 
ary at a high point for considerable periods of time from this 
latter cause, owing to the fact that the new wealth created by 
the inventions and discoveries so vastly increases the savable 
fund. In a developed and healthy society much of what is 
savable is actually saved, and a lower standard rate of interest 
than obtained before the era of invention will come about as 
the final result. Only in case the era of invention kept repeat- 
ing itself, and with constantly increasing intensity (or in case, 
as Adam Smith supposed, the high interest should break down 
the morale of the capitalist classes and cause reduction of sav- 
ings), would this cause have the effect of raising the rate of 
interest for a long series of years. Increase of savings and 
capital for longer or shorter periods, with great activity of in- 
vention and rising interest,—“ augmentation of stock,”— is the 
most desirable state of affairs. Increase of capital, with relative 
absence of invention and consequently with falling profits,— 
“accumulation of stock,”—#is less desirable; it is the mark 
of a highly developed, ambitious, but relatively stagnant civili- 
zation. Decline of capital, with rising interest and retrogres- 
sion of the arts, is manifestly least desirable; it characterizes 
a decaying civilization. According as the movement of the 
rate of interest up or down, for longer or shorter periods, comes 
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from activity of forces on the psychical side or on the techni- 
cal side, the actual rate may be said, in the one set of cases, to 
be determined by the “accumulative principle,” in the other 
set, by the principle of “ productivity ” of capital. 

This is in outline a theory of the rate of interest which may 
be fairly calléd Rae’s theory; although the terminology is 
somewhat different, and the problem is approached from a 
different side. Rae himself, for the most part, omits considera- 
tion of the market; and, so far as he does deal with it, he con- 
templates the market for formed capital (“ instruments ”) rather 
than the market for would-be capital or savings. He was 
apparently actuated throughout by a desire to put the phe- 
nomena of capital of an “ economic category” (as we now say) 
in the foreground, and to subordinate the phenomena of an 
“historical category.” For this reason, because he was 
rather too industrial and not enough mercantile, his theory 
of interest does not stand forth from his pages as clearly as it 
otherwise might. 

To build still further upon the basis Rae gives us, let us 
take one step more, and bring in the concept of the margin. 
The market for savings at any time is governed from the side 
of demand strictly by the profit-gaining power of marginal 
exploitation, not by the total productivity of capitalistic in- 
dustry. In other words, what fresh savings after being meta- 
morphosed into capital can earn in their least profitable uses 
at the hands of entrepreneurs determines what can be offered 
for them in the shape of interest. This margin of the uses ef 
capital, however, is a broad margin, not one single industry 
nor mode of use. Likewise, the savers of a community, not 
being a homogeneous body as regards their motives and 
pecuniary circumstances, it is the marginal, not the total, 
effective desire of accumulation which governs the market fer 
savings at any time from the side of supply. A certain rate 
of interest is the “cost” price which must be paid to marginal 
savers in order to call forth the last increment of savings.* 
Nevertheless, that which in the long run “bears” the market 


* Obviously, in these circumstances, at any time the intra-marginal entrepren- 
eurs are making varying amounts of entrepreneurs’ rent on their berrowings ; and 
the intra-marginal savers are making varying amounts of savers’ rent, These two 
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for savings, and thus reduces the rate of interest and brings 
successively fresh classes of marginal savers into play, is the 
growth of the total effective desire of accumulation of the 
community. It is the total pressing forward of savings all 
along the line meeting with diminishing returns all along the 
line, when they seek to embody themselves and functionate, 
which results in a lower standard rate of interest. In the 
opinion of the present writer, much has been lost as well as 
gained in the handling of the larger problems of the science 
by our present practice of regarding the marginal and tempo- 
rary to the neglect of the total and permanent. 

Turning now to an examination of Béhm-Bawerk’s theory 
of the determination of the rate of interest, how does he 
answer the question,— why does the rate of interest fall; why 
does it rise? The rate of interest falls during long periods — 
it has, in fact, a long-run law of decline — because, with the 
increase of capital, the production process is lengthened, and 
at the same time its technical results diminished. You have 
to wait longer for the product, you incur a greater sacri- 
fice of time, and the product is relatively less when you get 
it. It is recognized that it is only beyond “a certain point” 
that the surplus of products received over products laid out 
declines as the “ production period” is extended. It is further 
recognized that this “point” is indeterminate; that the ratio 
of decline beyond it is also indeterminate; and that the total 
production process is composed of “branches,” having each 
its own scale of results as its “period” is prolonged. But it 
is not recognized that any philosophical explanation need be 
given as to why there is any diminution in the returns of the 
average production process beyond any point and in any 
ratio. The resistance which the general pushing forward of 
investment meets with—a subject of great importance and 
difficulty in the science —is passed over with the assertion 
that it is “based on experience,” and that it “must be taken 
as a fact of the technique of production.” * And, on the other 
sorts of rent are suggested, but no more thar barely suggested, by Rae, Prin- 


ciples, pp. 175 and 196 and 198, 199, respectively. 
For an indication of the basis of the theory of savers’ rent in the Positive 


Theory, see p. 279. 
* Positive Theory, pp. 82-87. Compare pp. 402-406. 
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hand, as to why in the long run capital increases progres- 
sively (and so presses down ever more and more the margin 
of its use, and with that the rate of its earnings) I cannot find, 
in contrast with Rae’s performance, that any thorough-going 
explanation has been given. Apparently, with Bbhm-Bawerk, 
capital increases (in Ricardian phrase) “with the progress of 
improvement,” simply because with greater wealth it be- 
comes easier to save. The conditions—the economic cir- 
cumstances — progressively favor actual saving; but what 
the essential, dynamic force behind the act of saving is, we 
are not informed. 

But how does Béhm-Bawerk account for temporary changes 
in the rate of interest upward and downward, as contrasted 
with the long-run movement? In a word, he does so by means 
of the doctrine of the agio in favor of present goods,— the op- 
portunities of investment of the “general subsistence fund,”— 
a line of argument set forth towards the end of his work, and 
which is not a little perplexing to one trained in the English 
classical tradition. In some respects it is very similar to the 
teaching of the Ricardians, in others very dissimilar. 

Three principles are developed in the Fifth Book,—“ Want 
and provision for want,” “Underestimate of the future,” and 
“Technical superiority of present goods,”— which lead up to 
and support the generalization that “to the overwhelming ma- 
jority of men the subjective use value of present goods is 
higher than that of similar future goods,” The first two prin- 
ciples work with a “cumulative” force; but the third operates 
“ alternatively,” — that is, it “levels up ” individual subjective 
valuations. From this it is but a step to regarding the third 
principle as alone playing a dominating part in the valuation 
of present goods, and this step is soon taken. But for the 
present the other factors are still kept in contemplation. 
With reference to all three principles it is said, “From 
this relation of subjective valuations there follows, in the 
market generally, a higher objective exchange value and market 
price for present goods.” * ... 

In the following Book, however, we read that for “capi- 
talists” it is “ positively advantageous” to have an opportunity 


* Positive Theory, pp. 273, 277, and 281. 
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“to change a part of their resources into future goods of some 
kind or other. In other words, if we look only at the relations 
of want and provision for want in present and future, present 
goods, as such, are worth even less than future to the owner{s]} 
of a stock of wealth which is greater than his [their] present 
wants. ... Nor can the underestimate of future wants form a 
reasonable basis,” in respect to such persons, for present goods 
having any advantage in value over future goods. “It will 
seldom be strong enough to outweigh the counteracting con- 
sideration of the overabundant provision for the present, and 
to prevent the capitalists from preferring to employ part of 
their wealth in the service of the future. ... Of the three con- 
siderations, which as we have seen generally serve as founda- 
tion for the preference of present over future goods, the 
first two do not apply as regards the great majority of capital- 
ists. It is our third consideration, the well-known technical 
superiority of present goods, or, as it is usually called, the ‘ pro- 
ductivity of capital,’ which is decisive with them.” And afew 
pages further we are assured that, “as regards modern circum- 
stances, to the capitalists, the subjective use value of present 
goods is not greater than that of future goods.” And still 
again, in a later passage, it is stated that,“in the subjective 
circumstances of the capitalist, a sum of present goods” is, “us 
a rule, worth as much as the same sum of future goods.” * 

The psychological principles — the really subjective grounds 
—for an agio in favor of present goods are therefore ex- 
cluded from having any definite force with respect to a very 
considerable part of the community. And, accordingly, the 
summing-up statement at the end of Book V. should be 
altered to read, “ To the overwhelming majority of men,” not 
capitalists, “the subjective use value of present goods is greater 
than that of similar future goods.” But, thus altered, the 
statement sounds much like a truism; for it is, of course, 
precisely for this reason in the last analysis (as any exponent 
of the old abstinence theory would maintain) that the numeri- 
cal majority of men are not capitalists. 

On this showing, then, how does the whole matter of relative 
subjective valuation of present and future goods connect it- 


* Positive Theory, pp. 315, 816, 330, and 383. 
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self with the phenomenon of interest? It connects itself, 
upon Béhm-Bawerk’s representation, through the majority 
of men not capitalists,—in short, the laborers. They live in- 
tellectually in the present, and discount the future heavily; 
they are in adverse circumstances in respect to want and pro- 
vision; they, in short, are constantly in urgent need of pres- 
ent goods, and thus their necessity is the capitalists’ opportu- 
nity. The capitalist-—-a merchant in present goods— sells 
them advances in return for their labor power; he sets with 
that power a roundabout technical process in motion; the 
future product is his, and thereby he reaps his profit. This 
“ profit ” (a “surplus value”) actually emerges in two ways, or, 
rather, is realized as the combined result of two circumstances. 
The present goods paid as wages to labor are metamorphosed 
by the rouudabout technical process (if ‘ well chosen”) into a 
larger quantity of future goods; and, when these “future 
goods” arrive, they then enjoy the favorable agio of “ present 
goods.” 

The whole set of conditions here described, thus acting to- 
gether, establishes, under the law of competition, a regular mar- 
ket rate of interest. This gain of interest regularly obtained 
from a market situation perpetually repeated, not by reason of 
risk, not as a wage of management, is simply a marginal rent 
on the ownership and employment of capital: it is by no 
means a “reward of abstinence ” or the compensation for any 
sort of cost to the capitalist.* Senior has been answered. He 
has been answered by substituting for the abstinence theory 
the socialistic exploitation of labor theory slightly modified. 
The modification consists in pointing out that with respect to 


#On a former occasion (Quarterly Journal of Economics for April, 1899, 
xiii, No. $8) I supposed that to admit that a large part of interest was an intra- 
marginal rent, and to hold that only marginal capitalists received strictly a 
“reward”’ for a real cost of saving,—a payment for anything approaching a 
“ downright privation” involved in accumulation — was to meet Béhm-Bawerk 
half-way, and to obviate his objection to the “abstinence theory”’ of interest. I 
was led to this opinion in part by the apparent bearing of certain passages on 
“saving” early in the Positive Theory (see especially pp. 102 and 120, 121), and in 
part by what I then took to be the meaning of Bhm-Bawerk’s teaching on present 
andfuture. I now see that I was wholly mistaken. There is no room in the “ agio 
theory”? for such iliation, b there is no recognition of any causal 
force from the side of supply acting on the emergence of interest. The forces 
causing valuation of savings or capital are wholly reflected from the side of de- 
mand for capital or savings. 
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the laborers, because of their relative valuation of present 
and future goods, their labor is not really bought “cheap ”; 
that it is a fair bargain which is made; that they have them- 
selves and the “technique of production” to blame for the 
conditions which enable the capitalist to get his interest.* 

Now it is obvious that the fact of the existence of a great 
body of impecunious laborers, who are willing to sell the 
future fruits of their labor for present goods, makes possible 
the wage system; and the wage system, in turn, makes possi- 
ble the organization and direction of industrial forces by the 
most capable members of the community; and, finally, this 
power of direction makes possible the earning of interest by a 
vast mass of capital which could not otherwise exist and func- 
tionate. In other words, the existing phenomena of capital, 
interest, and the savings-market, could not emerge without 
the concomitant emergence of proletariat, wages, and the labor 
market.f Nevertheless, it is viewing the whole subject on 
one side, and that not the more important side, to put the 
“subsistence fund,” in Ricardian fashion (not the “instru- 
ment,” in the fashion of Rae), in the foreground, and thus to 
represent interest as mainly a matter of the purchase and 
sale of labor. The capitalist, or his representative, is not only 
an employer-merchant, but also an engineer. The main thing 
he does is to exploit nature. According to Rae’s way of 
regarding the matter, the capitalist uses “materials” and 
“labor” (an analogue of “ materials”) to form “instruments,” 
by means of which the forces of nature are subjugated to the 
economic advancement of our common civilization. 

But in all this we have been dealing chiefly with the emer- 
gence of interest. We have not yet come to close quarters 
with the leading question before us: How does Béhm- 
Bawerk explain temporary variations in the rate of interest? 
Only one course remains open to him, as is obvious from our 
preliminary discussion; and that is to resort to purely hypo- 


*See Positive Theory, pp. 301 and 337. 


+Of course, capital and interest might emerge to some extent (as Béhm-Ba- 
werk points out) in the absence of a labor market, through operations in other 
markets, such as the market of the “uses of land” and the “‘loan” market. But 
this sort of thing, which obtained in the Middle Ages, is a small matter in com- 
parison with other existing phenomena. 
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thetical changes in respect to demand for and supply of sav- 
ings. “Suppose,” we read, “that in our community the 
stock of wealth in the market, as supply, amounts to £1,500,- 
000,000, and that there are 10,000,000 of wage-earners... . 
At a wage of £50 the six years’ production period proves the 
most profitable. It gives an interest of 10 per cent. on the 
invested capital, while a five years’ process would return only 
9.6 per cent., and a seven years’ 9.7 per cent. Moreover, as at 
that wage £1,000 employs 6% laborers, the entire ten million 
workers and the entire fifteen hundred millions of capital find 
employment; and the point is reached where the formation 
of price may come toa rest.” And again: “ Assume that, other 
circumstances remaining unchanged, the available subsistence 
fund amounts, not to £1,500,000,000, but to £2,400,000,000. 
The repetition of the same calculation as made above leads 
us to the conclusion that the equilibrium of the market can- 
not now be attained otherwise than by an eight years’ pro- 
duction period, a £60 rate of wages, and a corresponding 
interest rate of 3.54%.” And, finally, “ Assume, conversely, 
that the available subsistence fund amounts only to £1,000,- 
000,000, the equilibrium, as will be seen from Table IV., is 
attained at a rate of wage of £42 [a production period of 
either four or five years], and an agio of 19.048 %.”* 

These examples are but illustrations of the modus operandi 
by which in actual economic life varying standard rates of 
interest are established. No objection can reasonably be urged 
to the use of arbitrary numbers and tabular relationships of 
numbers: our criticism must be directed to the principles 
behind the quantities so dealt with, which constitute the real 
demonstration. Let us first ask, therefore, what principle de- 
termines the availability of subsistence fund for capitalistic 
outlay at any time,— what regulates the more or less of the 
supply of savings. The answer is, the principle of “har- 
monious satisfaction of present and future ” worked out in the 
last chapter of the Positive Theory.t This principle is in 

* Positive Theory, pp. 382, 390, 896 and 397, 898. 

+ People acting intelligently and with self-control, mot only “save” enough to 
put the present and the future on a level as regards provision for want, but the 


“existence of interest’’ induces with them an additional current of saving, so 
that the provision is a “ gradually augmenting one.” See p. 415. 
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some sort a counterpart of Rae’s principle of effective desire 
of accumulation ; but it seems to me that from the nature of 
the elements of which it is constructed it cannot possibly have 
sufficient flexibility to be of any use in demonstration of the 
causes of temporary fluctuations in the rate of interest, and 
that is the problem before us. 

On the side of demand for subsistence fund, alteration of 
the conditions of the market, according to Béhm-Bawerk, may 
arise from changes in two factors. First, the numbers of 
laborers may change; and, secondly, there may be a change in 
“ the scale of surplus returns ” of different production periods,— 
that is, the “state of productivity” of capitalistic outlay may 
change. Other things remaining the same, it is maintained 
that, if laborers increase in number, the “ production period” 
will be shortened, and, corresponding to its increased “ last” 
or marginal surplus return, the rate of interest will rise, and 
vice versa.* What principle determines the number of wage 
laborers, whether it is a law of increase of population or more 
or less saving by laborers, so that a larger or smaller propor- 
tion of the population is willing to work for wages, I do not 
find to be definitely stated. 

Finally, in respect to the second factor influencing the de- 
mand for capital, it is asserted that “it is an acknowledged 
empirical fact that the discovery of new and more productive 
methods of production, outlets, business opportunities, etc., 
which conduce to check the fall of surplus returns, tend to 
raise the rate of interest; while the closing of former oppor- 
tunities of production or sale, or other occurrences which end 
in a reduction of the previous degree of productiveness, tend 
to lower the interest rate.” Of course, other things remaining 
the same, an increase of the productiveness of industry to an 
appreciable degree will not merely “tend” to raise the rate 
of interest, but will actually raise it.t It is also pointed out, 
one must recall, in the earlier part of the Positive Theory, that 
nothing is fixed and determinate as regards “the amount of 
surplus result connected with any definite length of process,” 

* Also, with changes in the number of laborers the wage of labor changes, as 


well as the length of the production period; but this seems to be a subordinate 
consideration, 


t Positive Theory, pp. 400-403. 
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irrespective of the “technical circumstance of each branch of 
production,” and the “stage of productive skill,” which data 
are altered by “every new invention.” * 

At should not be hastily concluded, however, that in these 
statements we have at least the germ of the principle of inven- 
tion (such as is thought out and applied by Rae) which could 
have been amplified and developed by Béhm-Bawerk into a 
completed doctrine, had he taken the time for it or had his 
attention not been drawn in other directions. In the foot- 
note appended to the passage last cited, we are informed that 
“inventions, so called, generally mean the discovery of a new 
and more productive method of production,” and that “ fre- 
quently, probably in most cases, the new way is longer than 
the old; and in this case to utilize the invention required the 
making of a great number of intermediate products.” This 
note suggests the key to Béhm-Bawerk’s difficulty; and that 
is, that he had irretrievably cut himself off from appreciation 
of “invention” at the start by certain fundamental concepts 
respecting the nature of the capitalistic process of production. 
The assumption is made in a philosophical way that in indus- 
try in general there is some sort of technical efficacy in time 
itself,t just as, in a practical way and in respect to the partic- 
ular industry of maturing liquors, we naturally regard time 
as the thing which accomplishes the desired result: whereas, 
in fact, it is the chemical action which takes place during that 
time. Moreover, the process of production being conceived 
of by Béhm-Bawerk too much as a series of industrial opera- 
tions, as a system of successive division of employments, with- 
out sufficient regard to what actually takes place in each 
separate member of the series, it is assumed that there is some 
sort of technical efficacy in the mere multiplication of the 
members of the series. 

I may make my meaning clearer on both these heads by 
quoting the words of a recent writer who was presumably 
influenced by Béhm-Bawerk in this matter: “Capital is the 
result of saving; but the saving of which it is a result is not 
mere non-consumption, but rather a positive modification of 

* Pages 85, 86. t The Italics are mine. 


tSee Geschichte, p. 426,—‘“‘ dass der Dauer des Werdeprocesses der Giiter ein 
ursichlicher Einfluss auf die Grisse des technischen Products sukommt.” .. . 
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the method of production which, by permitting longer periods, 
greater specialization, and more serial methods, increases both 
capital and the product.”* Rae would say that this is a 
correct notion of social “saving” as distinguished from indi- 
vidual “acquisition”; but he would urge that capital and the 
product of capital increase by a modification of the process of 
production which, in its various branches, often requires 
(rather than permits) “longer periods” and “more serial 
methods.” According to his way of reasoning, all processes 
of production characteristic of man are capitalistic; that is, 
they are carried on through the instrumentality of capital 
goods, the functioning of which—the giving off of their 
“events” —is production.t This process of production of eco- 
nomic utilities requires time, since all events necessarily take 
place during a longer or shorter lapse of time. But this fact 
of sacrifice of time is in itself wholly a drawback and impedi- 
ment: there is no positive causal relationship between it and 
the result achieved, no necessary consonance of more or less 
time with more or less product. There is a causal relation- 
ship between the time element in production and the forma- 
tion of economic classes, because of the varying disposition of 
man in respect to waiting. In other words, the positive 
significance of time in economics is psychical rather than 
technical. 

Again, to utilize a costly and complicated stock of instru- 
ments to advantage, according to Rae’s teaching, necessitates, 
indeed, a system of exchange and division of employments,— 
it involves “serial” production; but this, too, is a necessary 
evil, since it occasions much delay and miscalculation and all 
that waste from overproduction in one place and underproduc- 
tion in another place which is ever the price we pay for its 
advantages. Only the greater efficiency of instruments — 
which, on the whole, is the result — makes us accept it.t The 





* Article on “ Production,” by E. V. Devine, Palgrave’s Dictionary, vol. iii. 
p. 214. The Italies are mine. 

+“ Production” proper, as I understand Rae, is the yielding of final utilities 
by capital goods or instruments; the functioning of an instrument which yields 
only another instrument is production in a second degree, as furthering the final 
achievement of utilities satisfying human want. 

For the advantages of division of employments see Rae’s Principles, pp. 164 
165; and for the disadvantages see pp. 173, 174. Also, see pp. 117 and 408 on Rae‘s 
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constant effort of capitalists, therefore, is to integrate and 
simplify industry and to introduce new methods which make a 
saving in time. These ends are being attained, now here, now 
there, by material and immaterial inventions, as a constantly 
recurring phenomenon. This aspect of invention is quite as 
prominent in Rae’s handling of the subject as the discovery of 
new mastery over materials (¢.g., the ability to utilize some 
hitherto waste product) or the making of those improvements 
which save labor without shortening the duration of a process. 

Another way of bringing out the difference between Rae 
and Béhm-Bawerk in respect to the subject in hand is to note 
that Béhm-Bawerk (as he himself recognizes) concentrates his 
attention on the formation of the apparatus of capitalistic pro- 
duction in contrast to Rae’s emphasis on the functioning 
(“exhaustion”) of the apparatus when formed. The one keeps 
before his readers a picture of the total production process of 
society, whereas the other makes prominent the separate 
branches of that process; and this difference in the initial 
point of view respecting production is an additional reason 
why our authors conceive of the nature and effects of progress 
in production in wholly different fashion. With the develop- 
ment of the arts attending the advance of society from one 
stage of industrial civilization to another —a fact of the cate- 
gory of Culturgeschichte— there comes about, indeed, a more 
“time-robbing” total production process,—a more “round- 
about.” system of production as a whole. And for this very 
reason, Rae would say, in agreement with Béhm-Bawerk up to 
this point, no advanced industrial civilization is possible with- 
out a high development of the “accumulative principle” in a 
people. A tribe of Indians possessed of a fair knowledge of 
the beginnings of the arts could not advance at a bound to our 
long-drawn-out, serial method of production (perhaps they 
never could attain to it), because, even though nothing else 
were lacking, their effective desire of accumulation would not 
bear the strain. But he would urge, and here he parts com- 
pany with Béhm-Bawerk, that the advance of the arts in any 
position as te “exchange,’”’— a phenomenon which increases ‘“‘as the number of 
instruments increase’’ and the steps in the process of their “‘formation”’ are 


multiplied, but the necessity of which “ is a circumstance retarding the increase 
of stock.” 
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one stage of the development of civilization — a fact of a more 
strictly economic category — does not necessarily mean in gen- 
eral the substitution of more roundabout individual processes 
for those which are less so, but, as a rule, quite the opposite. 
It means that in each separate branch of industry results usu- 
ally come more quickly, and there is consequently a lessened 
strain on the effective desire of accumulation of the society. 
Béhm-Bawerk seems to be of the opinion that only an 
epoch-making innovation in the arts, such as the original dis- 
covery of the wheel or its later application to railways, de- 
serves the appellation of “invention.” Minor improvements, 
even though not inconsiderable in scope, in the adaptation and 
recombination of known devices, he apparently regards as 
different in kind from true inventions. In a notable passage 
in the Positive Theory (p. 86) we read that extension of 
capitalistic processes of production “by the adoption of a 
steam motor, or an apt transmitter, or some ingenious gearing, 
blast, lever, regulator, or the like,” is the sort of thing which 
may take place in our society “without any new invention.” 
Now the line cannot be drawn in this manner between more 
and less. In the philosophical treatment of this subject, any- 
thing is an “invention,” and of full significance as such, which 
is not an “imitation.” Inventions, innovations of any degree, 
brought out under some peculiar local conditions, are propa- 
gated by imitation throughout the civilized world, and then, 
as the result of contact with fresh social and physical environ- 
ments, give rise to fresh invention and renewed imitation. In 
some instances new imitations (and hence in the end new in- 
ventions) may be impeded by inertia or some artificial cause ; 
and therefore, in Rae’s opinion, the economic desirability of 
promoting the imitation of foreign arts in a new and poor 
country by a protective tariff. Again, in other instances, the 
process of imitation may be too rapid for the ultimate attain- 
ment of the maximum progress of society ; and, therefore, the 
raison Wétre of patents to retard imitation and to enable the 
inventor to reap a sufficient reward for his inventing. Prog- 
ress in the industrial arts, the growth of economic institutions 
(such as banking), the expansion of our whole material civil- 
ization, are but particular phases of the general sociological 
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principles of invention and imitation — first conceived of and 
expounded by Rae. 


And now to pass briefly in review Béhm-Bawerk’s criticism 
of Rae. The characteristic feature of this criticism consists in 
urging, now in one form, now in another, that Rae failed of 
solution of the problem of the rate of interest, because he 
failed to perceive that the technical returns—the physical 
surplusses (Mehrerfolge) — of capitalistic operations is not the 
same thing as the ummaterial gains of surplus value,— the true 
“profits” (Gewinnsdtze, Mehrertrdgnisse). This keen-edged 
weapon has been employed against many another opponent, 
commonly for the purpose of showing that they had no basis 
for the emergence of interest, rather than for the purpose of 
demonstrating that their account of the variation of the rate 
of interest was in error. That this would be Béhm-Bawerk’s 
chief method of attack on Rae was indicated some time ago 
in his brief comment in the Zeitschrift fur Volkswirtschaft.* 

In the fully developed criticism now before us it is main- 
tained that Rae used the term “capacity” of instruments in 
two senses,—sometimes to mean the power of producing 
“utilities” satisfying human want and capable of physical 
measurement, and sometimes to mean profit-earning power. 
Now the power of capital goods to produce a physical product 
or quantity of utility measured by some physical test, does 
not work at all on the same lines as its power to produce an 
excess of exchange value in the product above the value of the 
costs (outlay); and hence Rae’s error and shortcoming. In 
some aspects of his theory, indeed, Rae takes sufficient cogni- 
zance of both the distributive-psychological and the produc- 
tive-technical elements of profit, and their relation to each 
other; but, in general, he is remiss, 

Thus “Rae proposes to explain the fall of the rate of in- 
terest under increasing accumulation of capital by the neces- 
sity of resorting to materials of greater difficulty of manipula- 
tion with which instruments of equal ‘efficiency’ can be 
produced only at greater cost.” But the instruments or prod- 
ucts of instruments (“for example, a hundred-weight of 


*Vol. VIII. p. 111, note, 
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sheep’s wool or corn”) thus formed at a greater cost of “direct 
and indirect labor” than before, will attain, according to 
Rae’s own cost-of-reproduction theory of value, a correspond- 
ing increase of value in exchange; and this increased “sum 
of values” in the product will completely offset the in- 
creased cost of attainment of the product, since “it is not 
made evident or even probable by any feature of Rae’s theory 
that the value of the product will increase in a smaller pro- 
portion than the increase of costs.” Therefore, Rae does not 
make it appear why the general rate of profit should fall 
from the cause assigned. 

“On this point Ricardo saw further. One will easily rec- 
ognize in Rae’s train of thought the reference to that same 
‘law of diminishing returns’ by means of which Ricardo 
sought to explain the tendency of interest to fall. Rae, how- 
ever, gave to this law a somewhat more universal, abstract 
meaning, in that he always spoke of the necessity of going 
over to more thankless ‘ materials’: whereas Ricardo, with a 
more concrete conception, pointed out only the most impor- 
tant manifestation of the law,— namely, the necessity of resort- 
ing to ever more thankless pieces of land. But Ricardo had 
very correctly kept in mind that the increase of the amount 
of labor, which must now be applied to the creation of the 
same amount of product, in no way diminishes directly the 
profit of capital; that, rather, the value of this amount of 
product must then rise, and exactly in the same proportion as 
the amount of labor necessary for its creation has risen; and 
that, finally, only because under the given conditions the 
wage of labor must also rise, does the surplus of the slightly 
increased value of product over the considerably increased 
costs of production diminish, and with it the rate of profit 
fall. This argument (which, indeed, as we have seen, does 
not lead to the goal) is, however, unknown to Rae, who in- 
tentionally and expressly in his exposition treats the wage of 
labor as a given and unchanged quantity.” * 

* Geschichte, pp. 415, 416. 

Rae’s performance was greater than his promise on the subject of the wages 
of labor. Notwithstanding that he announced that “ wages”’ (along with “‘rent’’) 


was one of the divisions of economics with which he would not deal, there are 
several places in his work where he indicates clearly how labor and its com- 
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In reply to this argument, as a whole, it may be said that 
precisely because Rae gave to the law of diminishing returns 
@ more universal meaning than did Ricardo, his theory of 
value or any theory of value cannot be used against him to 
prove that his, account of falling profits is invalid. In the case 
of increased resistance of nature in the production of wheat — 
increased costs of production—the exchange value of that 
particular commodity will indeed rise correspondingly, and 
there will be in the first instance no cause for a fall in the 
farmer’s profits. The effect of diminishing returns from wheat- 
raising lands alone can be so diffused as to bring down general 
profits, and thus, in the end, by the law of competition, the 
farmer’s profits, only through the general rise of wages as- 
sumed by Ricardo as consequent upon the increased exchange 
value of wheat. But when one represents, as does Rae, that 
with expanding investment there may be an increased resist- 
ance of nature respecting materials or the uses of “land” all 
along the line, then this cause of greater costs of production 
produces its effect on profits, not through wages or any other 
medium, but directly ; and it cannot be offset in any degree by 
a general improvement in the market values of products. A 
general rise of values is impossible. 

“ And it is no better,” Béhm-Bawerk proceeds to say, “with 
the clarifying power of what Rae brings forward concerning 
the connection of new inventions with a rise of profits. If it 
becomes possible, by means of a brilliant discovery, to produce 
a tenfold technical product with the same labor, then (the 
case of a monopoly excepted, which Rae also does not con- 
sider) it does not at all follow that the product represents a 
tenfold greater sum of value and leaves a tenfold greater ex- 
cess over the natural value of the instrument concerned, thus 
moving it so much further forward in the scale of profit-earn- 
ing capacity. On the contrary, again in consequence of a 
doctrine expressly brought forward by Rae in his theory of 
value (p. 168), the value of the product will sink to the level 
corresponding to the decreased labor cost; and it is accord- 
pensation are related to the general problem of the rate of profits. It was mainly 
for the purpose of constructing his ‘‘orders”’ of capital goods to make compari- 


son of the effeetive desire of accumulation at different times and in different 
societies that he specifically assumed the wage of labor to be a fixed quantity. 
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ingly again not made evident that, with such a proportional 
decrease of value [of product] and costs, the difference be- 
tween the two (which comprises the profit on capital) does 
become greater than before, or why it should.” 

Again I answer that in the case of a single invention (or 
several inventions affecting one set of instruments) the value 
of the increased product is indeed soon reduced in the market, 
and thus the gain from the invention is distributed to all the 
consumers of the product in the form of higher real incomes. 
But in the case of a general introduction of labor-saving in- 
ventions (or the diffused effect, on instruments in general, of 
one important invention) each set of producers gets the benefit 
by having an increase of its own product to exchange for 
other products without any fall in value. There cannot be a 
general fall of values. As these increased products belong to 
the employer-capitalists, they constitute an increase of profits 
on capital which is effaced only in time through the effects of 
fresh accumulations of savings. 

“In the case of inventions,” Béhm-Bawerk continues, “the 
fall of value of the article affected by the invention is, after 
all, so striking and notorious a phenomenon that Rae could not 
avoid taking notice of it. The particular passage —of about 
sixteen lines — where he does this is therefore especially note- 
worthy, since it is the only one where, even in the most 
laconic manner, he attacks the really critical point of the 
interest problem. He remarks, namely, that the effects of 
improvements are indeed felt ‘immediately and in the first 
instance’ by the improved instruments, ‘but very soon 
spread out over the whole mass of existing instruments in the 
possession of the society.’ And now follows the example 
already cited above (p. 400) of the technical advance in 
bread-baking, which brings to the bakers only ‘a small in- 
crease of their profits,’ but to all the members of the society 
a cheaper bread, and thus for the same outlay brings in a 
somewhat greater return, and, consequently, moves all the in- 
struments in the possession of the society into a class of 
greater profit-gaining power (Rentadilitdt).” * 

In making the statement that the bakers would have left 


*Page 417. The passage in Rae's Princtples here referred to is on p. 259. 

















BOHM-BAWERK ON RAE 407 


over “a small additional profit,” after the primary readjust- 
ment of the value of bread is completed, Rae touches, in 
Béhm-Bawerk’s opinion, “that point which in an interest 
theory having a specific aim must stand at the centre of the 
explanatory attempt. Why, if there is a levelling law of costs, 
should the levelling competition stop at a point which still 
stands above the costs?” * Apparently, Rae thought, Béhm- 
Bawerk observes, that the supposed general rise of profits 
following the invention in baking gave support to this par- 
ticular rise of profits for the bakers. “If it were true that the 
fact of a cheaper purchasing of bread for all other branches 
of trade meant a direct raising of their profits of capital, then 
it would be actually conceivable that in that case the baking 
trade would need to be satisfied with no lower rate of profit 
than that enjoyed by all other branches of trade, and that the 
further pressure of capital whereby the leveling effect of the 
law of costs works itself out should stop at a point which 
leaves the baking trade a higher profit than before,— and, in- 
deed, the same profit, which, thanks to the cheaper sale of 
bread, would now obtain in all other trades.” ft 

But it is not true that the general rate of profits would be 
raised by the invention in baking, “ for exactly the same slight 
improvement of real exchange value which every species of 
product except bread experiences, the cost-goods of these 
other products also experience, including the most common 
cost-good labor; and there thus appears exactly the same 
kind and the same degree of increase of value on both sides of 
the scale,—on the side of costs, on the one hand, and of 
‘ profits,’ on the other hand,— and it is absolutely inconceiv- 
able how this state of things can give rise to an increase of the 
excess of profits over costs.” { In other words, according to 
Boéhm-Bawerk, there would be a general levelling up of the 
value of the capital-goods and of labor, or a recapitalization 
of the plant and staff of society, exactly neutralizing the initial 
rise of profits,— an argument which is the converse of the 
general levelling down of the value of the products of capital 
commented on above. 

But although, according to this representation, the “small 


* Pages 419, 420. t Page 420. t Page 419. 
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additional profit” of the bakers receives no support from any 
possible general rise of profits growing out of the eheapening 
of bread,“ a support is, indeed, at hand (and thereby Rae’s 
theory as a whole is advantageously distinguished from the 
pure productivity theories) in that the competition can never 
level the price of bread to the amount of its own costs,—to 
the mere restitution of the amount laid out in wages and the 
like-— which is guarded against in the pure psychological 
motives and forces belonging to the ‘first train of thought’ 
(see above, p. 404) in Rae’s theory as a whole.” 

But, after all, it appears that this latter feature of Rae’s teach- 
ing is an adequate support only for the emergence of some 
profit on the bakers’ capital. Béhm-Bawerk proceeds as fol- 
lows: “ But for a further stretching of price above the point 
demanded by the state of these [psychological] forces,— that is, 
for what Rae in his illustration calls ‘a small increase of 
profits,’ — ... there is wanting any support in Rae’s theory.” 
This is the outcome, because “this further stretching should 
be explained by production-technical influences; but Rae’s 
process of thought, which here moves in the footsteps of theo- 
rizers of production, is not able to account for its enduring 
state.” * 

Rae, however, never attempted to maintain that there would 
be any “enduring state.” The higher profits resulting from 
inventions — from “ production-technical influences ” — endure 
only for a comparatively short interval, only for the space of 
time during which the accumulative principle is catching up 
with the technical situation, and so obliterating the general 
conjunctur rate of profit which for the time being obtains. 
The capitalists of a healthy society, Rae maintains, respond to 
the high rate of profit on existing instruments by “ instantly 
commencing to work up, into analogous instruments, inferior 
or more stubborn materials, or by their working up similar ma- 
terials more laboriously. The amount thus wrought up, until 
the process stops by the total instruments constructed arriving at 
an order correspondent to the effective desire of accumulation 
of the society [#.¢., by the restoration of the old standard rate 
of profit], must depend entirely on the nature of these ma- 


* Pages 420, 421. 
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terials, and is, therefore, always a variable quantity, and one 
never to be ascertained previous to the event. Sometimes a 
very small improvement may put a large range of materials 
within reach of the accumulative principle. Sometimes a very 
considerable improvement may not enable it to make much ad- 
dition to the stock before constructed.” * 

The state or condition which exists in respect to capital and 
ite earnings previously to the closing of the gap created by 
recent inventions, Rae calls a state of “increase of absolute 
stock.” While this condition lasts, the “actual order of in- 
struments” is the “active agent” (Béhm-Bawerk’s term in a 
similar connection) in place of the “ effective desire of accumu- 
lation,” which determines the prevailing or market rate of 
profit. Rae worked out this doctrine thoroughly,t and Béhm- 
Bawerk himself takes note of it more than once in his exposi- 
tion and criticism of Rae. 

I am at a loss to understand why one who has such a com- 
plete grasp of Rae’s “theory as a whole” can, nevertheless, 
continue to urge again and again inconclusive objections to 
particular parts of it, unless it be by reason of confusion of 
thought growing out of a one-sided theory of value. I am the 
more convinced that this is the explanation of Béhm-Bawerk’s 
adverse criticism of Rae, in view of the nature of his last argu- 
ment in refutation of him,—a sort of blanket argument 
covering both his account of rising and of falling profits, 

We read: “This brings me toa last point of view from 
which — and perhaps most simply and clearly — Rae’s failing 
can be seen. All advantageous and disadvantageous changes 
in the technique of production, which Rae deduces, on the one 
hand, from happy inventions, and, on the other hand (in case 
there are none such), from the necessity of resorting to the 
working-up of less favorable materials, work out in the last 
analysis to changes in the productivity of labor: a like 


* Principles, p. 262. If Rae had had the phenomena of the savings-market and 
pure interest before his mind, he would have expressed himself somewhat differ- 
ently. He would have said that in the supposed situation the supply of savings 
starts forward by leaps and bounds until the marginal increment is offered at the 
old rate of interest to entrepreneurs, again on the accustomed margin of produc- 
tion, who can give only the old rate. 


t See in particular Principles, pp. 172, 173, 260, and 263. 
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quantity of labor is able in the first case to obtain a greater, in 
the second case a smaller, technical result ; it is, therefore, in 
the first case more productive, in the second less productive, 
than before. (Rae himself expresses it, that the inventive 
faculty ‘must render the labor of the members of the society 
more effective.’ p. 258). But Rae [through his theory of the 
value of commodities] has all instruments which are affected 
by this change in productivity suffer changes in their 
value (be it their use-value or their exchange-value), only 
labor alone does not; whether it performs because of the 
happy invention twice as much, or because of the exhaustion 
of the most suitable materials twice as little, for the satisfac- 
tion of human needs as before, there shall never result any 
change in its own value. The value and wage of labor is 
treated by Rae (through an expressly pronounced hypothetical 
supposition applicable to the whole realm of his theoretical in 
vestigations) as a given, unchangeable quantity. That could 
be granted if his theoretical aim were directed to something 
else than to the explanation of the formation of values [of 
goods] ( Wertbildungen), which stand to the value of labor in 
a relation of reciprocal influence; but it was an irreparable 
deadly sin of method, if the formation of the differences in the 
value of goods as opposed to the value of labor—and the 
interest of capital is, indeed, according to him nothing else 
than this—should constitute the subject-matter of his ex- 
planatory undertaking. Obviously, the increased productivity 
of labor, caeteris paribus, must influence its value—be it use- 
value or exchange-value—through the same causes and in 
the same direction as it influences the value of products made 
by labor; and just as obviously is a theory wanting which 
explains the formation of an interval between two quantities 
moved in the same direction, simply by supposing the move- 
ment of the one to be unrestrained, whereas that of the other, 
subject to the same cause of movement, is fixed by virtue of 
an arbitrary and wholly unsupported hypothesis.” * 

The present writer, going one step farther than Rae,} can 

* Geschichte, pp. 422, 428. 

+“I may ... observe that, though for the sake of simplicity of exposition I have 


assumed, all along, that the wages of labor constitute an invariable quantity, 
I yet conceive that, in a society making a steady and healthy progress, they 
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readily admit, on the basis of the theory that labor is the 
“residual claimant” in industrial society, that ultimately the 
benefit of invention is perhaps entirely taken up by wages, 
either in the form of higher wages for the same number of 
laborers or in the form of the same wages for a larger number 
of laborers. The old “wages fund” theory needed this modi- 
fication, and some others, to broaden it and make it hold 
strictly true. But it is impossible to admit a “productivity ” 
theory of wages as utterly invalidating the “wages fund” 
theory, and as proof that the total benefit of inventions is 
straightway absorbed by wages. Wages, both total and indi- 
vidual, are, in a healthy society, gradually raised, in conse- 
quence of an important invention, by the resulting increase in 
the accumulation of capital, since part of that increase must 
necessarily be wage-paying capital. But this process takes 
time; and not all the increase of stock functionates as wage- 
paying stock, but as furnishing increased real incomes for 
other members of the community. Therefore there is room 
in any case for a shock of invention, so to speak, to raise 
profits proper and interest for a considerable period before its 
effect is wholly transmitted to wages. 

What has been called a shock of invention produces, in 
contrast to the effects just described, certain relatively perma- 
nent displacements. There is, first, an increase of the total 
capital of the community as expressed in terms of some sup- 
posedly invariable common denominator of value,— what Rae 
calls an “increase of relative stock.” There is, secondly, a 
raised standard of living, provided the initial change in mate- 
rial circumstances is sufficient in extent and duration to make 
an impression on the habits of the people. There is, last, an 
increase .of the power of the society affected, economically 
and otherwise, relatively to other communities.* These final 
results, when made considerable by repeated shocks of inven- 
tion, are effaced or levelled down only by processes exceed- 
should rather be continually increasing, the laborer as well as the capitalist 
gaining something by the improvements which the progress of invention pro- 
duces.”’ Principles, p. 327. 

*« It can support the burdens of war, and the expense of all negotiations and 
national contracts with foreign powers, with greater ease.” Principles, p. 2.0. 


Rae makes this statement with reference to the initial effects of industrial inven- 
tion rather than to the final effects, but it holds equally in either case. 
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ingly slow, analogous to the “erosion” which reduces the 
mountains cast up by the convulsions of nature. 

In closing, I wish to acknowledge my indebtedness to the 
author of the Positive Theory. Indeed such had been the ac- 
cumulation of able error and half-truth for many generations 
on this unfortunate subject of capital, that it would have been 
impossible to appreciate Rae or any other profound writer, 
were it not for the distinguished services of Béhm-Bawerk. 
But these services consist mainly in bringing us to the 
present point. To take now, as a new guide, the earlier 
great investigator of capital, is not to turn back, but to 


pass on. 
CuarLtes W. MixtTeEr. 

















ORIENTAL TRADE AND THE RISE OF THE 
LOMBARD COMMUNES. 


Ir requires something of boldness to reopen the old con- 
troversy as to the rise of the Lombard communes. Many able 
historians have dealt with the problem, and it would seem 
probable that what is worth saying has already been said. Yet 
no one who has followed the course of the discussion can leave 
the subject without a certain feeling of dissatisfaction,— a cer- 
tain questioning as to whether, after all, he has really reached 
the root of the matter. In the past fifty years there has been 
a gradual change of front on the part of students of medizval 
communal movements, not only in Italy, but in all parts of 
Western Europe as well. The old issue between the opposing 
advocates of the Teutonic and the Roman theories has slowly 
been relegated to a position of secondary importance, and 
an ever-increasing emphasis has been laid upon the economic 
forces which lay at the back of the movement. The origin of 
towns, their growth in power, the organizing of the citizens 
into gilds, their gradual assumption of control, and the slow 
development of the independent commune have been shown to 
rest upon something far more real and solid than either Roman 
or Teutonic influence or inheritance. This inheritance at best 
furnishes explanation only of local differentiation: the really 
fundamental causes of the phenomena are largely economic.* 

But, granting the economic causes of development and the 
essential similarity of the movement in all parts of the West, 
there still remains a further question, which does not seem to 
have received as yet more than the vaguest answer. Why 
was it that the communal movement in Italy generally, and in 
Northern Italy particularly, was in advance of that in any 

*The economic forces which were at work have ‘been carefully examined by 
Hegel, Geschichte der Stadtverfassung von Italien (1847) ; Cibrario (Economie 
Politique du Moyen Age, 1859) strongly emphasizes them ; Emerton (Medieval 
Europe (1894), pp. 519-528) gives an excellent summary. C/. also some of the his- 


tories of single towns, such as E. Heyck’s Genua und seine Marine im Zeitalter 
der Kreuzziige (1886), R. Bonfadini’s Le Origine del Commune di Milano, etc. 

















414 QUARTERLY JOURNAL OF ECONOMICS 


other part of the West? Why did the Lombard towns lead 
not only in time, but also in brilliancy of development? Was 
it that the economic forces were here most active, or merely 
that other circumstances, such as the unique relations of the 
towns to Empire and Papacy, furnished more favorable op- 
portunity for growth? 

A possible answer is presented by a glance at the later 
history of these same towns, in the period of their most daz- 
zling prosperity. That their later greatness rested upon a 
basis which was primarily economic cannot be doubted, and 
the corner-stone of the whole structure was their control of 
the Oriental trade of Europe. This fact granted, the sugges- 
tion at once fairly forces itself upon us that, possibly, the 
same cause which brought the later success was potent also 
in giving the first impulse. It has been more or less custom- 
ary to deny this, and to attach but little importance to the 
Eastern trade prior to the Crusades. Nevertheless, there is 
reason to question this denial; and it will be the object of the 
present writer briefly to examine certain bits of evidence 
which would seem to carry the commercial influence far 
behind the period of the Crusades, and make it play an im- 
portant réle about the very cradle of the communes. 

The inquiry is a twofold one. It will not be sufficient 
merely to show that commercial conditions and activities in 
Northern Italy were peculiarly conducive to municipal pros- 
perity. What really concerns us here is the growth of the 
communal government within the cities; and we must there- 
fore go a step beyond the establishment of commercial 
prosperity, and show that, in the particular case we are con- 
sidering, this prosperity did then and there have a direct 
causative connection with the peculiar form of organization 
known as communal. 

Turning now to the first question, we must notice that the 
economic inheritance from Rome very early made for material 
prosperity. In the later years of the Roman rule, and during 
the Ostro-Gothic, Lombard, and Frankish dominion, the towns 
of Northern Italy lost their political importance, but commer- 
cial and industrial activity in them was not dead.* In 


*Sismondi, J.C. L. Simonde de, Histoire dela Renaissance de la Liberté en 
Jtalie (1832), 1.10. This statement does not, of course, apply to Venice. 
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Roman times, not only was trade between towns continued, 
but commercial connection with the Eastern Empire was kept 
alive. Upon the conquest by the barbarians the cities were 
not deliberately destroyed except in the rare cases of serious 
resistance. Nor was any vital change made in their internal 
economy.* Commerce and manufacture were undoubtedly 
hampered in many ways, but they were by no means killed. 
Roman artisans and traders in the towns and Roman tillers of 
the soil were left to continue their occupations.t Evidence of 
the presence of such a Roman artisan, trading, and agricultural 
class in large numbers, is found in the laws of the Lombard 
kings in Italy, particularly in those of Rothari¢ and 
Liutprand ;§ and there is little reason to believe that they 
vanished under Frankish dominion. There can be no doubt 
that the industrial and commercial organization of the North- 
ern Italian cities remained at the close of the ninth century in 
a more advanced state than that which had at that time been 
reached by the towns of any country outside of Italy, except 
possibly those of Southern France, They were thus in a 
position to take early advantage of any commercial or indus- 
trial revival which might make its appearance. Added to 
this was the peculiarly favorable combination in the Italian 
character of energy and versatility,— the readiness as well as 
the ability to grasp new opportunities. | 

Meantime a movement was going on which was to bring 
such new opportunities,— an enormous increas in the extent 
and profitableness of foreign trade. Roman trade with the 
Levant and the Orient had been most important and most 
varied, and had never wholly died out. Centuries before the 

*T. Hodgkin, Italy and her Invaders, vi. 586-593 ; Williams, The Communes 
of Lombard from the VI. to the X. Century, 19. (In Johns Hopkins University 
Studies, ix. pp. 239-318.) 

tHodgkin, vi. 586-590; Hntwickelung der Verf g der lombardisch 
Stiidte (1824), 4-5, 19. 

t Hodgkin, vi. 174-236; Muratori, Rerum Italicarum Scriptores, tome i., 
Part IL., 17-48; C. Troya, Storie d’ Italta (1839-59), iv., Part II. 

§ Hodgkin, vi. 389-414; Muratori, S9., 51-84. That there had been a decline 


in the importance of these business interests, however, is shown by the strikingly 
less attention given to such matters in the Lombard laws than in the Roman. 


| Emerton, 522. 4 
7 W. Heyd, Histoire du Commerce du Moyen Age, i. 93, 110 et passim. Cf. 
SMaratori, Antiquitates Italicae Medtt-Aevi, Dissertatio XXX. [esp. pp. 881-888]. 
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First Crusade this intercourse had begun to revive* through 
the influence of the Church, on the one hand, and the growth 
of more luxurious tastes in the Christianized northern races, 
on the other. Abundant evidence is found in all ecclesiastical 
records of the great quantities of goods of Eastern origin 
which were used by the clergy for personal adornment or by 
the churches for decoration of altars and images. Vest- 
ments, altar cloths, gems, ornaments of the costliest sort, as 
well as incense for the censers, were in great demand; and, as 
the Church spread its rule farther and farther over Europe, this 
demand increased. Moreover, the rising practice of medi- 
cine,§ introduced by the Arabs, created a growing demand for 
drugs; and they, too, were mostly of Eastern origin. The 
taste for spices was also making its way through all classes of 
Western society.|| It would be almost impossible to exagger- 
ate the importance of this taste for spices in the later years of 
the Middle Ages. The quantity consumed was probably by 
no means insignificant even as early as the period we are 
now considering.{ 

The demand for Oriental goods in Western Europe had 
made itself felt within a comparatively short time after the 
confusion of the barbarian invasions. The presence of Lom- 
bard merchants at the fair of St. Denis in Paris in 629,** 
probably dealing in Eastern goods; the yearly revenue of 
cloves, cinnamon, spikenard, dates, and pepper, mentioned in 
716 as being received by the monastery of Corbie from the 
port of Fos; tt the activity of Charles the Great in promoting 
dealings with the Far East, such as his treaty with Haroun al 
Raschid,tt his attempt to’ open a canal between the Main and 
the Danube, and his suppression of Arab pirates on the Med- 
iterranean,— are typical of the many bits of evidence that the 
taste for Byzantine, Asiatic, and African goods remained fairly 


*Pp. de Haulleville, Histoire des Communes Lombardes (1857), 238. 

t Heyd, i. 94-95. Fer this whole subject see Heyd, i. 57-125. 

§ W. Draper, Intellectual Development of Europe, i. 385, seq. 

| H. Pigeonneau, Histoire du Commerce de la Franee (1887), i. 122, 128 ; Heyd, 
i, 89-93. 

{ The loss of four Venetian cargoes of spices is chronicled as far away as 
Merseburg in 1017. Heyd, i, 116. 


® Heyd, 1, 104. tt Ibid., i. 99. tt Ibid., i. 100. 
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active throughout the Dark Ages, In England and Germany, 
too, evidence leading to a similar conclusion is not difficult 
to find. Bede makes frequent mention of silk-embroidered 
goods brought to England by royal or ecclesiastical pilgrims 
returning from Rome,* while a trade in Byzantine silk goods 
and in pepper and other spices seems to have been carried on 
with considerable regularity as early as the close of the tenth 
century.t In Germany, as early as the time of Boniface, pep- 
per, cinnamon, and other Eastern commodities are mentioned ; 
and shortly after the close of the ninth century it is probable 
that the purchases of spices, silks, precious stones, etc., from 
Venice by merchants of Regensburg and Augsburg had 
reached no inconsiderable amount per annum.t In the 
eleventh century Mainz appears also as an important em- 
porium for Oriental goods.§ 

So long as the demand, or the principal part of it, had been 
confined to Italy, the trade had been, for the most part, con- 
ducted by six or eight of the Italian cities, which happened to 
be in a specially favorable position to carry onthe business,— 
by Venice || in the north, and by Amalfi, Gaeta, Naples, Bari, 
Brindisi, etc., in the south.{ The trade of Rome seems to 
have been largely in the hands of the merchants of Amalfi,** 
while Venice probably supplied the Po Valley.tt But, when 
the demand spread through Northern Europe, conditions 
were changed. The south Italian cities were not so advan- 
tageously situated for passing the goods forward to the north- 
ern customers. Even Venice was at something of a disadvan- 
tage ; for the eastern passes of the Alps were not much used at 
that early period, and, if used, they led into a portion of 
Europe not the most favorable to commercial enterprise.tt 
Other routes to the East began to be opened, and other cities 
took a hand in the trade. Yet the close connection of the 
southern cities with the Eastern capital,§§ and their maritime 
power, constituted an advantage over competitors which 
probably would have enabled them to hold their own for a 


* Heyd, i. 106. t Ibid., i, 98, tIbid., i. 96-97. § Ibid, i. 89-90. 


| Ibid., i. 108, Ibid. , 96-98. ** Ibid., 99-100. 


tt Ibid., 110-112 ; Sismondi, Histoire des Républiques Italiennes du Moyen Age 
(1826), i. 378-383 ; Haulleville, 258. tt Heyd, i. 112. §§ Ibid., i, 93. 
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long time to come, had it not been for the Saracen and Nor- 
man conquests, The confusion resulting from these conquests 
formed an effective check to the reviving economic life in the 
southern cities * and helped to pave the way for the prosperity 
of their northern rivals. 

Of the new channels of trade which were opened, one was 
by sea, between the maritime cities on the Mediterranean, in 
Spain, France, and Northern Italy,f and the cities of the 
Levant. The trade of the Spanish and French cities supplied 
the countries in which they were situated, and for a time it 
thrived. Then, early in the eleventh century, this intercourse, 
like the commerce of the southern Italian cities, was violently 
interrupted by internal disturbance. The weakness of the 
successors of Charlemagne, the division of the empire, and the 
beginnings of the development of separate nationalities led to 
a period of anarchy and contending interests ; and in no place 
were the effects more severely felt than in Southern and 
South-eastern France. Burgundy and Provence became the 
scene of a long and bitter struggle between the Empire and 
the nascent kingdom of France, while at the same time the 
selfish policy of the local nobility in these countries in striving 
to advance each his own personal interests served to heighten 
the confusion. Under these circumstances, we need not be 
surprised that before the middle of the eleventh century the 
Mediterranean commerce of these regions had virtually ceased 
to exist.t The Italian traders profited by the misfortunes of 
their Western neighbors, and the French trade passed into the 
hands of the merchants of Lombardy.§ 

Two other new routes were also tried.| One line passed 
from the Baltic by land and water across to the head-waters of 
the Volga, down that river to the Caspian, thence to the Oxus, 
and so on to the Far East. The other branch ran across the 
eastern frontier from Germany, down the Dnieper to the Black 
Sea,f and thence to Constantinople which was connected with 


* Heyd, 1.107. These disturbances, of course, did not affect Venice. 

+ Ibid., i. 120. t Ibid., 92-93. 

§ B. Gebhardt, Handbuch der deutschen Geschichte (1891), i. 478; Heyd, i. 93. 
Co. Cibrario, i. 63. 

Cunningham, Growth of English Industry and Commerce, i. 84; Gebhardt, 
i, 478 ; Heyd, 1. 57-74, 7 Cunningham, i. 184 ; Heyd, i. 68-74. 
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the East through several channels. The volume and the im- 
portance of this trade is shown by the quantities of Oriental 
coins of the period found in Slavic and Scandinavian coun- 
tries, and by other evidence from Arab sources.* But before 
the eleventh century various causes, such as civil disturbances 
in Russia and in Persia, had eombined to kill this trade almost 
completely ;f and Northern and Central Europe, which had 
been partially supplied by these overland routes, were obliged 
to turn to Italy.t Efforts had also been made for a direct 
communication with Constantinople and thence to the East, 
by passing down the Danube; § but this trade (if it ever 
existed) had never thrived. 

It should also be borne in mind that side by side with the 
expansion of Oriental trade there was a growing commerce 
with the pagan peoples of the southern shores of the Med- 
iterranean and through them with the interior regions of 
Northern Africa. Many commodities similar to those Oriental 
goods which were so rapidly becoming the object of European 
demand were to be found both north and south of the Sahara, 
and the caravan routes controlled by Moors and Arabs led 
to the sources of supply.) That Italy was well situated for 
taking possession of this trade is obvious. 

Thus it had come to pass that before the middle of the 
eleventh century, all Western Europe was looking to Northern 
Italy 7 alone for the supply of articles for which the demand 
was not only already large, but was rapidly increasing ; ** and 
the industrial and commercial organization of the people fitted 
them to take advantage of the opportunity presented.jf The 

*C. R. Beazley, The Dawn of Modern Geography (1897), 402, seg.; Heyd, i. 66 ; 
L. V. Ledebrun, Ueber die in den baltischen Landern in der Erde gefundenen 
Zeugnisse eines Handels-Verkehrs mit dem Orient sur Zeit der arabischen 


Weltherrschaft, p. 18, seq. Cf., also, Oh. Schiemann, Russland, Polen, und 
Liviand bis ins 17 Jahrhundert (1887-89) , i. 30, seq. 


+ Ounningham, i. 174-175 ; Heyd, i. 67, 78-74. 

+ Heyd, i. 80, § Ibid., i. 80-86. 

| Mas Latrie, Relations et Commerce de l’ Afrique Septentrionale ou Magreb 
avec les Nations Chrétiennes au Moyen Age (1886), pp. 17-22. 

{7 Cunningham, i. 186. 

*“°M,A. V. Bethmann-Hollweg, Ursprung der lombardischen Stidtefrethets 
(1846), p. 127, mentions the importance of this Oriental trade revival; also, Leo, 
Entwickelung der Verfassung der lombardisehen Stidte (1824), p. 36. 


tt Cf. Hegel, ii. 226. 
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geographical position of the northern cities, with reference to 
the new trade, was also peculiarly advantageous. They had 
sea connection with the Levant nearly as safe as that of the 
southern cities (and quite as safe after the capture, about the 
middle of the eleventh century, of Corsica, Sardinia, and 
Sicily from the Saracens),* while at the same time they were 
in close river and land connection with the passes which led 
to the rest of Europe. Several centuries were yet to elapse 
before the dangers of the Atlantic were faced by Medi- 
terranean seamen; and in the period we are considering all 
goods that went north from Italy, and all that came south in 
return, had to cross the Alpine passes. To these passes, 
Lombardy held the key. From Venice and Genoaf the 
trade passed by river and land through the Lombard cities, 
enriching them in its course, through tolls, through the deal- 
ings of their own merchants, and through the purchase of 
goods to be sent East in return for the foreign articles.t 
Then it moved on over the various passes—the Mt. Cenis, 
the St. Bernard, the St. Gothard, the Spliigen, and the 
Wormser § — to the head-waters of the rivers which formed the 
commercial arteries of the north.) The silk, gems, spices, 
and drugs of the East flowed through the Italian cities over 
the whole of Western Europe. In return the woollen and 
linen goods of Flanders, the iron-work of Germany, the fine 
dyed stuffs of Italy, flowed through the same channels to the 
Orient, while the heavy adverse balance was paid in silver. 
There is abundant direct evidence of the existence and im- 
portance of this trade. One can scarcely even glance through 
any record of the time without hitting upon some mention of 
articles of unmistakable Eastern origin, or of merchants and 
traders — sometimes foreign traders — or of tolls on roads or 
rivers, and all sorts of exactions which could fall only on the 
trading classes.** And, if this was true before the First 
Crusade, it was doubly so after that event. The Crusades 


®Heyd, i. 123 et passim. 

t Ibid., 1. 120 et passim ; Heyck, 17 ; Haulleville, 238. 

t Haulleville, 238, 239-2940. 

§ Heyd, 1. 111-112. I Leo, 36. { Ibid., 38. 
* For the various sorts of tolls and exactions see Williams, 51, n. 
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gave the final stimulus by bringing the Occident into closer 
dealings with the Orient than had existed for centuries. 

These, then, are some of the reasons why the economic de- 
velopment in Northern Italy was more rapid than elsewhere 
in Europe. The growth of new demands throughout the West, 
and the control by Northern Italy of the only channels through 
which these demands could be satisfied, furnished the oppor- 
tunity; while the inheritance of business ideas and a legal 
system well adapted to industry and trade, together with racial 
characteristics conducive to a quick seizing of new openings, 
created the needed readiness to take advantage of the situa- 
tion. The manner in which these cities actually made use of 
the opportunity during the next three centuries, and the won- 
derful commercial prosperity which came to them, is a story 
too familiar to need repetition here. Nor does it particularly 
concern us in this investigation. 

Having thus disposed of the first problem spoken of above, 
it remains for us to attack the second,— to show that there was 
a direct causal connection between the reviving commercial 
enterprise and the development of municipal independence. 

The evidence in favor of any such direct connection between 
rising commerce in the Lombard eities and the growth of the 
free municipal organizations is, it must be admitted, not very 
abundant; but such as exists is significant. That there was 
such direct connection in many of the cities of the more 
northern countries of Europe is now a well-established fact, 
but the argument from analogy is strong only if it can be sup- 
ported by more direct proof. In the cities of England and 
Germany a preliminary step to the assumption of municipal 
power* was the formation of commercial associations, the 
gilds ; ¢ and the first question which naturally confronts us in 
this connection is whether there were such associations in the 


Italian cities. 
Two facts are well established. In the later Roman times 


* Ashley, W. J., Heonomic History, i. 71, seq. 

+Gross, Gild Merchant, i. 281, points out similarity of development all over 
Western Europe. C/. L. Brentano on the History and Development of Gilds. 
For the process by which the mercantile cl gained eontrol in the German 
towns see A. Doren, Untersuchung sur Geschichte der Kaufmannegiiden des M.A. 


(1893), pp. 25-36, 
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there did exist in some, at least, of these cities, scole and other 
associations of traders and artisans,* bearing a certain resem- 
blance to the later gilds.t Then, centuries afterwards, in the 
later Middle Ages, we find well-developed corporations — the 
Arti — precisely the same, in all essential particulars, as the Eng- 
lish gilds and the German Ziinjte.t It would not, however, 
be safe to assert, in the absence of positive evidence, that there 
was any direct connection between these earlier and later 
associations in Italy,§ though in Southern France such con- 
tinuous existence is fairly well established in some cases.|| But, 
even if the direct connection between the two should be posi- 
tively disproved, this much it is safe to say; that in the urban 
populations, with their Roman ancestry and traditions and 
their Roman law,{ such associations would easily come intc 
being whenever occasion should arise. And there is some evi- 
dence that they really did exist in certain places early in the 
period of reviving commerce. In Ravenna, for example, there 
seems to have been some formal organization of merchants — 
scola negotiatorum — as early as 954.** In the eleventh cen- 
tury we find a scola piscatorum.tt In Ferrara, in the middle 
of the eleventh century, the curtenses, or residents in the royal 
curtes, are spoken of in such a way as to lead one to suppose 
that they formed a more or less definitely organized body of 
traders.t¢ In Genoa, by the early part of the twelfth century, 
the compagna, an organization clearly equivalent to the gild 
of England or Germany,§§ had already made great strides 
towards its later identification with the commune.|||| The de- 
velopment of associations of negotiatores, or large traders, and 
e mercatores, or small traders,J becomes more and more appar- 

© Leo, i. 335-836. 

tAshley, Zconomic History, i. 77; Hegel, i. 53, seg., 82-84, 196, 256, etc. 

Hegel, li. 256. Cy. Cibrario, 1. 99. 

§ Hegel asserts that there was a continuous existence (i. 197), though not in 


Lombardy (fi. 265). 

i Waitz, however, denies this (ii. 332); but see Ashley, i. 77, and Pigeonneau, 
i. 116. 

{ Troya, iv., Part II., 428; Hodgkin, vi. 399, 592. 

** Hegel, i. 256, n. 3. tt Ibid. 

tA. Friszi, Memorie per la Storiajdi Ferrara (1791), ii. 90; Murat, Antiqui- 
tates, v. 753. 


§§ Heyck, 22, 30-33. i Ibid., 17, 22, TT Leo, 116, n. 2. 
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ent; and this growth was followed somewhat later by the for- 
mation of the equally important craft associations. 

Moreover, the rise of these various organizations to political 
importance may be pretty clearly traced. Under the Lombard 
and Frankish régime the foundation of society was military.* 
The population was divided primarily into two great classes, 
the fighting class, milites, who constituted the nobility, and the 
working class.t Of the “ workers” the larger portion were slaves 
or serfs, or, if free, they paid tribute.§ Probably they were, for 
the most part, the original population who had been reduced to 
serfdom by conquest; || and they were therefore of Roman 
nationality.§ The agricultural “workers” in the rural dis- 
tricts had little opportunity to change their condition, but it 
was otherwise with the industrial and trading “workers” in 
the cities. Trade and some kinds of industry had never been 
considered so degrading as agriculture; ** and early in the 
Middle Ages we find instances where goldsmiths, coiners, iron 
workers, traders, etc., were freemen.tf As economic condi- 
tions improved and wealth increased, greater numbers of the 
servile portions of the trading and industrial classes began to 
gain their freedom through purchase and otherwise.t¢ That 
many Arimanni, free but not noble Lombards, also turned to 
trade, and in increasing numbers, is also certain; §§ and by the 
time with which we are most closely concerned, the eleventh 
century, most merchants, if not all, were fully free.]| In many 
cases, where traders and artisans had been dealt with in 
groups for convenience of taxation,{/7 the organized body as a 
whole obtained some alleviation of their burdens, or even ex- 
emption from them.* In these and other ways they rose to 
positions of greater dignity and power, and were ready to 
form integral parts of the new city organization,f while their 
commercial law and “ good customs” constituted an important 
element in the growing communal law.t 

During the slow process of readjustment, when the West 


* Leo, 12, 14, 15-17. t Cf. Hegel, i. 487. + Leo, 5, 20. § Ibid., 21. 

|| Hegel, i. 410-411. Leo, 5. ** Ibid., 10. +t Haulleville, 239; Leo, 33-35. 
tt Leo, 41; Hegel, ii. 96; Haulleville, 243. §§ Hegel, ii. 95. ll Leo, 37. 
1 Ibid., 29, 21; Hegel, i. 410-411. * Cf. Hegel, ii. 96. +t Ibid., fi. 95. 


+ Cibrario, i. 72-78; 61, 55-57. 
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was evolving a new order of civilization from the ruins of the 
old, when the Roman hierarchy was beginning to assert itself 
as @ universal political as well as spiritual power, there came 
a time when the control of such cities as existed passed gradu- 
ally from the hands of the seeular military or administrative 
lords, the duces or the comites, into the hands of the bishops. 
The bishops, of necessity resident in towns or larger rural 
communities, gradually assumed political control wherever 
their spiritual and religious control made itself a reality. But 
their supremacy was destined to be eclipsed in turn by the 
rising force of purely secular wealth,— by the growth of the 
new order of things, based on intelligence and movable 
wealth, which, step by step, drove back the old order based 
on military service, birth, landed possessions, or religious 
sentiment ;* and it is certain that, as the control of muni- 
cipal affairs passed out of the hands of bishops f into those of 
the cives themselves, in the eleventh and twelfth centuries, 
the rich traders, and those manufacturers, such as goldsmiths, 
moneyers, makers of weapons, armor, etc.,t whose business 
was not considered degrading in itself, took some sort of share 
in the newly erected governments. Whether we look upon 
the consules as the successors of the Roman curiales,§ or of the 
Teutonic scadini,|| or however we may account for their origin, 
it is certain that among their number were found representa- 
tives of the new economic life { which was astir in the cities.** 
Next in rank to the two noble classes, the capitanei and the val- 
vassores, were the cives in the narrower sense, among whom 
were included free merchants and higher manufacturers, often 
called collectively Arimanni.tt All of these classes were 
represented among the consules. It was the recognition by 
the two noble classes that their fortunes were bound up with 
those of this rising burgher class, that made the rise of the 
communes possible.tt¢ 


® Hegel, ii. 98-97; Heyck, 17-33. +t Hegel, ii. 48-103. t Leo, 33-34. 

§L. V. Heinemann, Zur Entstehung der Stadtverfassung in Italien (1896), 38. 

 Ibid., 38-39. Cf. Hegel, ii. 163. 

{ W. V. Giesebrecht, Geschichte der deutschen Kaizerzeit, iii. 26. 

** Hegel, ii. 96. 

ttIbid., ii, 143-146. See, also, Haulleville, 243, seg.; Bonfadini, 132; Bethmann- 
Hollweg, 134-136, etc. tt Emerton, 523; Hegel, ii. 96. 
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There is also another sort of evidence, more specific in its 
character, which is of still greater weight in proving the direct 
connection between the rising commercial prosperity and the 
growth of corporate independence. It is found in the promi- 
nent part which economic questions played in the struggle of 
the cities against their bishops. During the period of the 
ascendency of the bishops* all sorts of market privileges and 
rights of taxation had been transferred to them by the secular 
lords. Charter after charter conveyed to them the power to 
collect the almost innumerable customary tolls and taxes. 
Many of the conflicts which disturbed Italy in the ninth, tenth, 
eleventh, and twelfth centuries turned upon the question of 
the possession of these rights. The struggle was really a two- 
fold one. That phase of it which appears most prominently 
in the records was a conflict between secular and ecclesiastical 
lords as to which should reap the harvest of these dues; yet, 
side by side with this contest, we catch glimpses of another of 
a very different nature,—the effort of the townsmen them- 
selves to obtain release from the burdens, whether imposed on 
them by lay or by ecclesiastical superiors. This fact in itself 
is not much to our purpose, for feudal inferiors often and in 
many places struggled to free themselves from the exactions 
of their lords: the really important point for us is that the 
particular exactions which were being resisted here were those 
that hindered commerce, and that the resistance was persisted 
in until at last it gained its point. 

In seeking to give evidence in illustration and confirmation 
of these statements, it will be necessary to turn aside for a few 
moments from the main thread of our argument and to enter 
somewhat into details, For this purpose, it may be best to 
confine our attention to a single city. Let us take Cremona, 
and follow with some minuteness the course of its develop- 
ment. When Cremona first appears, in a charter of 715 or 
730,t it is as a portus at which royal officers collected tolls 
and other dues from merchants from Comacchio, Venice, and 
other places, A few decades later Charlemagne transferred 

* Hegel, ii. 48-103. 

tMuratori, Antiquitates, ii. 23-85. These dues were paid in kind; and 


among the artieles mentioned we find pepper,—a sure indication that a portion, 
at least, of the trade was in Oriental goods. 
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the rights to these dues to the church of Cremona, at the same 
time giving it various royal cortes, and so far extending the 
bishop’s control of the banks of the Po as to cover nearly all 
the district from the mouth of the Oglio to the mouth of the 
Adda.* The claims of the Church to these territories and 
dues, however, did not pass unchallenged; and the bishops 
were again and again obliged to defend their rights. 

The opposition came from three sources. In the first place, 
the secular authorities of the royal cortes hesitated to give up 
to the Church the revenues which formerly had come to them. 
These cortes seem to have been a development from the 
possessions which fell into the hands of the Lombard kings 
soon after the conquest of Northern Italy. The kings not only 
gained immediate possession of certain portions of the land 
with its servile cultivators, but gradually gained rights of 
tribute from artisans who were reduced to a semi-servile 
position through burdens of taxation.t From a combination 
of these two classes the royal cortes probably developed. The 
inhabitants, therefore, were composed of agricultural serfs and 
semi-servile artisans and small traders under direct control of 
the king. In time, however, the king’s rights in the cortes had 
passed, by royal grant or otherwise, into the hands of provin- 
cial lords; and the secular authorities persistently resisted the 
ecclesiastical encroachments. In the case of Cremona, par- 
tiular mention is made of the determined and long-continued 
opposition of the Cortis Sexpilas or Sexpilarum.§ In 916 
this cortis was given to the Church outright ; || but even that did 
not end the trouble, and frequent notice of the quarrel occurs 
down into the eleventh century. The opposition of the 
cortenses in this connection, and their claims to certain por- 
tions of the river-bank,{ are significant for our purpose, when 
we consider that many of the inhabitants of a cortis were free 


*This is affirmed in many of the later charters, commencing in 842. Muratori, 
Antiquitates, ii. 977-978. 

tSee the numerous charters in Muratori and in Ughelli, Italia Sacra 
(1717-22). 
tLeo, 23; Hegel, ii. 262-263. 
§ The modern Sospiro, a few miles south-east of Cremona. 
| Ughelli, iv. 794-966. 
7 Muratori, Antiquitates, ii. 981. 
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but tributary artisans and traders, and that, in some cases at 
least, they were probably bound together in gilds.* 

Another source of opposition was among traders from the 
powerful maritime cities. Venice and Comacchio,f the one 
lying to the north and the other to the south of the mouth of 
the Po, apparently held a lion’s share of the traffic of that river ; 
and repeated mention is made of the merchants of these two 
cities who came to Cremona. From time to time they sought 
to evade the payment of the customary dues, but in each case the 
rights of the bishop seem to have been successfully maintained. 

The point which most concerns us, however, is the third 
source of opposition, which was among the citizens of Cre- 
mona itself. Previous to about the year 845 these citizens had 
not carried on any trading on their own account. They had 
been engaged in trade, to be sure, but only in conjunction with 
citizens of Comacchio, and in ships belonging to the latter. 
Jointly with them they had paid the taxes exacted by the 
Cremonese church. But in the time of Bishop Panchoardus 
(about 845) they had given up their connection with the mer- 
chants of Comacchio, and had begun to carry on business in 
their own ships and on their own account; and within a few 
years they made bitter complaints of the pressure of the epis- 
copal exactions. The matter came to a head in 852. Com- 
plaints were presented to the Emperor Louis II. “by Rothe- 
carius, Dodilo, Gudibertus, e¢ ceteri habitares of the city of 
Cremona” that the Bishop Benedict was exacting from their 
ships dues and tolls which neither they nor their ancestors had 
ever paid before. A missus, Theodoricus, was ordered to in- 
vestigate the case; and, after examining many witnesses, he 
rendered his decision in favor of the bishop. This decision 
was made doubly binding by a new imperial charter of the 
same year confirming the bishop’s rights and condemning all 
opposition.§ About twenty years later there was further 

*See Hegel, i. 411, 483, 484, 491; ii. 262-263. 

+The commerce of Comacchio is mentioned as early as the year 730. Heyd, 1. 
111, n. 4. See also Ughelli, iv. 786-788, and Lupus, Codex Diplomaticus Civitatis et 
Eoclesiae Bergomatis (1874-99), ii. 278, seq. 

¢In 852, Muratori, Antiquitates, il. 25-26; in 996, Muratori, Antiquitates, i. 
417-418, ete. 


§For all this see Muratori, Antiquitates, ii. 951-954. The complaint of the 
citizens was that Benedict, Bishop of Cremona, ‘‘ multas violentias injuste fecis- 
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difficulty, and once again the bishop’s rights were upheld by 
imperial decision. In this case the refusal to pay the tolls 
seems to have come primarily from the traders of other cities 
(quidam Longobardorum ac ceterarum gentium homines), but 
it is probable that the merchants of the city itself took a hand ; 
for in the new charter which Louis granted the bishop (870) 
pains is taken to condemn opposition from all persons whatso- 
ever.* Still the friction continued to grow, and early in the 
next century the traders of Cremona found the episcopal ex- 
actions so unbearable that they determined to take a more 
serious step. A document of 924 recites that they had “ deceit- 
fully ” sought to move the “ port ” of the city to another place, 
with the evident intention of escaping the dues which were 
exacted from them in the old “port.” The bishop promptly 
appealed to Rudolph, King of Lower Burgundy and Italy; 
and again he was victorious. A new charter confirmed all the 
old rights and forbade any removal of the portus by the mer- 
chants.f 

In 978 and 992 fresh disputes arose, and Otto IT. and Otto 
III. again confirmed the rights of the bishop, this time more in 
detail. Still another charter in 996 regranted the same 
rights, mentioning them still more in detail,—gate dues, 
wharfage dues, tolls on passing ships, “tam Veneticorum quam 
ceterorum navium.”§ Up to this point the royal or imperial 
power seems always to have been on the side of the bishop; 
but now a change appeared, though it was to be but a tem- 
porary one. The cives Cremonenses “illegally and by cun- 
ning” obtained a decree from Otto III., transferring the con- 
tested rights from the bishop to themselves. Their triumph was, 
set de suis navibus, que adducunt ad portum ipsius Civitatis, quod nobis ripati- 
cum, et palificturam seu pastum detulisset, qua nos nec parentes nostros antea 
numquam dederunt.”’ 

*Ughelli, iv. 788-790. 

t Muratori, Antiquitates, vi. 49-52. “Denique negotiatores ijusdem Civitatis 
insidiose contra prefatam ecelesiam agere temptantes, si voluerunt Portum prae- 
dictae Eeclesiae dissolvere, et diabolica suasione in alia aliqua parte transmutare 
. «. hoc contradicimus.” 

+ Ughelli, iv. 794; Muratori, Antiquitates, vi. 219-220. In the latter year Otto 
IIL. received the bishop under his special protection, and insisted upon the recog- 
nition of the Church’s rights and hereditary possessions “ quod a pravis hominibus 
multa pateretur adversa.” 

§Muratori, Antiquitates, i. 417-418. 
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however, very short-lived; for Bishop Odelrich at once pro- 
tested, and Otto annulled the grant to the citizens.* Two 
years later, in 998, the case came up again. The claim had 
evidently been put forward on the part of the citizens that 
the decree of Otto annulling their rights and reaffirming those 
of the bishop was not authentic. A solemn court was held in 
the cathedral at Cremona by an imperial missus. He sided 
with the bishop, and declared that Otto’s last decree was valid. 
The quarrel did not die here, however. In 10381 the citizens 
refused to pay dues to the bishop, ¢ and the Emperor Conrad 
was obliged to confirm to the Church once more all the old 
rights, and to insist that the taxes should be paid by ai/ mer- 
chants, those of the city itself as well as outsiders.§ In 1048 
Henry III. wrote a long letter “cuncto populo Cremonensi,” 
stating that he had received complaint from the bishop to the 
effect that the church of Cremona had been subjected to many 
infringements of the numerous concessions made by former 
emperors to the bishops.|| In order to bring quiet and to 
settle the difficulty once for all, Henry once more confirmed 
the bishop in his rights.? The emphatic confirmation by 
Henry was apparently, however, no more effective than those 
of his predecessors; for two new decrees were found necessary 
within the next eighteen years, one by Henry IV. in 1058,** 
aod another by Pope Alexander II. in 1066.ff . 

We come now to an important turning-point. Every 
extant charter granted during this long period which we have 
been considering — more than two centuries — makes mention 

*Muratori, Antiquitates, ii. 793-1794. The date of the charter which the 
citizens had obtained fraudulently is not given. The revoeation of their right 
came a few months after Otto’s coronation, August 7, 996 : “ Be it known to all our 
faithful subjects ... that the citizens of Cremona illegally and by cunning obtained 
a decree” transferring the right to the tolls from the bishop to themselves. 
“ Having been informed by Odelric, Bishop of Cremona, of this fraud, we... 
have decreed that it shall be null and void,”’ etc. 

t Ibid. + Hegel, ii. 139. 

§ Muratori, Antiquitates, ii. 73,—“‘ tam ab incolis civitatis quam ab aliis allunde 
ad negotium venientibus.”’ 

 Ughelli, iv. 808,—‘‘ de quibus se multas perturbationes et damna pati con- 
queritur.” 

7 Ughelli, iv. 808,—‘‘et ripam Padi cum omni teloneo, seu curatura, atque 


ripatico, a V...usque ad caput adduae, cunctasque piscationes...et navium 
debito cursu.”. .. 


** Ughelli, iv. 809-810. tt Ibid., 810-811. 
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in one form or another of the contested dues. But the next 
one which we have, that of 1098,* is absolutely silent on the 
subject; and this silence makes it seem probable that the 
bishops had at last given up the fight, and that the citizens 
had finally gained the point on which they had so long been 
insisting. Such negative proof as this could not, however, be 
given much weight, were it not confirmed by a piece of evi- 
dence, of little later date, which must be regarded as conclu- 
sive. In 1114, + Henry V. definitely, and in detail, confirmed 
to the populo Cremonensi all the old revenue rights which had 
formerly belonged to the bishops, speaking of them as having 
been already for some time in the possession of the citizens 
themselves. This same charter, furthermore, emphasizes the 
direct connection between the acquisition of the bishop’s 
rights by the citizens and the commercial development of the 
city by adding a special grant of freedom to trade throughout 
Italy: . . . “et ut a Mari usque ad Papium secure et libere, 
nemine eis quicquam moleste inferente; eundi et redeundi, et 
mercandi secundum usum et antiquam consuetudinem eorum 
cum navibus suis facultatem habeant, et per totum Regnum 
nostrum Italiae secure vadant.” It is important for our 
purpose to note, too, that this charter which marks the tri- 
umph of the citizens makes the first mention of the com- 
mune. 

Here, then, in this hasty glance over the history of 
Cremona, we see an instance in which the rise and triumph 
of the commune was connected pretty definitely with a com- 
mercial quarrel which had been going on for two centuries 
and a half between the bishop and the citizens, or a portion of 
them. Just what part this quarrel played, how it was com- 
plicated with other questions, we cannot say ; yet the outlines 
of the development are sufficiently clear to make it certain 
that, not only the rise of the citizens to political importance, 
but also their assumption of control over their own affairs, was 
closely associated with the growth of their commercial pros- 
perity. 

It would be possible to add other illustrations of the direct 
influence of commercial growth on the communal organiza- 


* Ughelli, iv. 812. t Muratori, Antiquitates, iv. 23-24. 
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tion.* In Ferrara we find traces of precisely the same sort of 
quarrel as we have seen in Cremona. In Milan we find the 
Motta, a party composed of valvassores, or lesser nobles who 
had turned to trade because their failure to obtain adequate 
income from their feudal possessions, as early as the decade 
between 1030 and 1040, forming a conspiracy for the main- 
tenance of their rights.t It is impossible, too, to read the 
accounts of the disturbances of the Pataria in the latter half 
of the century without being almost forced to the conclusion 
that this party, nicknamed so contemptuously the ragamuffins, 
contained in its ranks artisans, and perhaps small traders, who 
were clamoring for a share in political rights. Our accounts 
of these movements come to us through ecclesiastical channels, 
and much of the emphasis is laid on the religious and ecclesi- 
astical questions involved ; but the glimpses we get of a rising 
commercial and industrial class,§ forcing their way into recog- 
nition, are too distinct to be overlooked. In the present 
paper, however, it will be impossible to examine these and 
other similar cases in detail. The course of events in Cremona 
alone, as we have traced it, is sufficient to establish at least 
a strong presumption in favor of the suggestion advanced in 
the early part of the paper. It only remains, therefore, to 
sum up our conclusions as briefly as possible. 

Accepting as a starting-point the general conclusion of re- 
cent investigators that city development in Italy was caused 
largely by economic forces, I have sought to explain just what 
the peculiar economic forces were which so operated in these 
particular cities as to advance them rather than other cities 
of Europe to the leading place. This explanation we have 
found to lie primarily in the unique position which Northern 
Italy occupied with reference to the increasingly important 
Oriental and African trade. Then, going a step farther, we 
have noted certain arguments of a rather general nature 


*cCf. for Ferrara, Frizzi; Milan, Giesebrecht, iii. 28, seg., E. Anemiiller, 
Geschichte der Verfassung Mailands (1881), Bonfadini, Leo, Haulleville, ete. ; 
Pavia, Leo, 99-100; Asti, Ughelli, iv. 505; Bergamo, M. Lupus, Codex Diplo- 
maticus Civitatis et Ecclesiae Bergomatis (1784-99), ii. 621-624, eto. 

t Leo, 116. tIbid., 105, seg, 

§In Pavia the “ artisans” as a body had created some sort of a disturbance 
as early as 1004. See Leo, 99-100. 
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which go to establish a probability that upon the basis of 
commercial prosperity there was a growth of power in the 
hands of the mercantile classes in Italy similar to that which 
took place in other parts of Europe. And, finally, making 
a@ somewhat minute examination of the course of events in 
a single city, in order to clinch the argument, we have found 
that in that one instance, at least, there is fairly conclusive 
evidence of intimate and direct connection between the com- 
mercial development of the community and the assertion of 
self-control on the part of the citizens. We must not, of 
course, lose sight of the fact that the peculiar relations of 
these Lombard cities to the Papacy on one hand and to the 
Empire on the other furnished the political opportunity for 
the development of the communes. The point to be empha- 
sized is that the fundamental causes of development were 
economic. Free city institutions in Northern Italy were not 
merely one part of a favorable environment within which in- 
dustry and commerce could flourish ; but these free institutions 
themselves were, in the first instance at least, the direct re- 
sult of economic development. A happy combination of 
favorable political, geographical, and racial factors opened the 
door to economic prosperity. Economic prosperity led directly, 
first to municipal power, and then to independence and the 
assumption, on the part of the wealthier citizens, of complete 
control of affairs. 

Lixcoty Hutouinson. 
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WAGES IN MUNICIPAL EMPLOYMENT. 


In Great Britain the adoption of direct employment of 
laborers by public bodies has proceeded further than in 
America. Two motives have inspired this policy.* The one 
originated with the working classes, and appears especially in 
the London County Council and the parishes of Battersea and 
West Ham, where the labor element has considerable influence 
in government. This is the so-called “fair wages movement.” 
The other originated with the business classes, and appears in 
those conservative cities where laborers have not as yet 
acquired a political standing corresponding to that which they 
have attained in America, This is the greater economy, the 
better quality of work, and the firmer control over contractors 
which the municipality can secure where it is in a position 
to do directly a portion of its own work. 

In American cities a quite different development has oc- 
curred, The motive here has been neither “fair wages” nor 
“centralization of business,” but politics. For more than a 
generation the business men, and property owners have been 
kept out of city administration. Formerly they controlled 
the cities as they control now the smaller towns and villages. 
But the extension of suffrage in the generation preceding the 
Civil War had for its first effect in cities the exclusion of the 
successful business man and the substitution of the professional 
politician. Under such auspices the city government has 
been deprived of business ability; and those business men 
who might have carried their successful private methods into 
municipal administration, as in England and Germany, have, 
on the contrary, striven to tie the hands of the politicians 
by limiting the city’s power to engage in business. Through 
State legislatures they have succeeded in prohibiting direct 
employment and in requiring that public work be let to con- 
tractors, The Massachusetts Board to investigate the Subject 
of the Unemployed presented in 1895 an extensive list of 


* See Fabtan Tract, No, 84. 
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cities from which reports were received relative to the prac- 
tice of doing public work by contract. In a majority of cases 
there is a legal obligation to employ the contract system, im- 
posed by a general State law governing all cities or by special 
laws pertaining to the city charter. In Massachusetts, where 
the largest extension of city work has taken place, there is no 
State law. 

While the influence of the business men, outside the city 
government, has been directed towards tying up the city, the 
influence of laborers has been directed towards raising the 
rates of wages. But there has been no principle at stake. 
There has been no “fair wages” movement based on any 
ethical or righteous view of the duty of the city to those who 
execute the city’s work. Neither has there been any con- 
certed movement of the working classes as a class. The 
granting of high wages on public work has been solely the 
voluntary bid of the politician for the labor vote. This is 
conspicuous in two facts: first, while wages were raised far 
above the market rate in all cases of direct employment, yet 
the amount of direct employment was, as already stated, re- 
duced to the lowest limits by the legal obligation to adopt 
the contract system; second, while city wages were thus 
raised, there was no requirement in the contracts, as there is in 
nearly all English towns, that the contractors should pay the 
standard wages set by the municipality for its own employees. 
The fine hand of the politician is seen throughout. The bait 
of high wages is held before the laborer, but he takes the hook 
of the contractor. The politician wins on both sides,— as the 
“friend of labor” and as the silent partner of the contractor. 
It appears from the reports made to the Massachusetts Board 
that there were but two cities,— Buffalo and Philadelphia,— of 
all those reporting, in which the contractors were compelled to 
pay a standard wage. The ordinance in Buffalo was, in 1895, 
exceptional. Even there the stipulation was not entered in 
the contracts, where it could be enforced by the city engi- 
neer, but was left to the police to be enforced as a city ordi- 
nance. Its enforcement was therefore taken out of the hands 
of the only authority which attends closely to the execution of 
all items in the contract, and was placed in the hands of a 
department which is occupied with other duties. 
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Excepting Buffalo, there seemed to be at that time neither 
ordinance nor stipulation in the contracts governing the hours 
and wages of men employed by contractors. Much the larger 
number of cities reporting had city ordinances fixing the rate 
for employees of the city itself. 

All the cities which reported to the Massachusetts Board on 
both city wages and contractors’ wages showed that, with five 
exceptions, city wages were higher than contract wages. 
Where cities like Boston paid $2 per day of nine hours, con- 
tractors paid $1.25 and $1.30 for ten hours, The city rate in 
this case was 223 cents per hour, while the contractors’ rates 
were 12} and 13 cents per hour. The city rate was conse- 
quently 70 to 77 per cent. higher than the contract rate. In 
Indianapolis the city paid $1.40 for eight hours, or 17} cents 
per hour; contractors paid $1.25 to $1.75 for ten hours, or 
12} to 17} cents per hour. Only in a few cities like Buffalo 
and Philadelphia, where city ordinances require contractors 
to pay the same rate as does the city, are wages thesame. It is 
believed, however, says the report, that “contract wages re- 
ported are only approximately correct, and in all probability 
exceed the wages paid,” seeing that the contractors are “not 
obliged to disclose the rate of wages paid, and, if these wages 
are very low, it is natural that there should be a disinclination 
on the part of contractors to answer inquiries on the subject. 
In some cases of public contract work it is claimed that wages 
ostensibly paid the laborers are not finally paid in full” (p. 35). 

These figures show a striking disparity between contract 
wages and city wages. The city pays for unskilled labor 20 
to 70 per cent. higher wages per hour than that paid by con- 
tractors on the same class of work. For skilled labor the 
disparity is not apparently so great. The city pays the full 
union rate without question. But, if it were always known 
exactly what contractors pay, it would often be found, espe- 
cially where unions are weak, that the contractors are not pay- 
ing the equivalent of the nominal rate. In times of business 
depression the unions are sometimes compelled to lower even 
their nominal rate for the benefit of contractors. In 1896 the 
Bricklayers’ Union of Baltimore reduced its scale of wages 
from $4 for eight hours to $3.60 for eight hours, and then 
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again to $3 for nine hours, with eight hours on Saturday, this 
being the rate generally paid non-union bricklayers. The 
carpenters of Baltimore and the painters of New York had a 
similar struggle. Notwithstanding the State law and the 
indictments under it, the painters of New York could not 
maintain their scale on public works.* 

In public employment, as far as hours and wages are con- 
cerned, common labor gains relatively more than organized 
labor. In the construction of a sewer in Denver in the winter 
of 1893-94, by direct employment, the hours of labor were uni- 
formly eight for both skilled and unskilled laborers, while 
under contractors it had been eight for skilled and ten for 
unskilled. The wages, too, of the unskilled laborers, on the 
basis of time, were 30 per cent. higher than the current wages, 
and from 5 to 30 per cent. higher than those paid by con- 
tractors on the same work before the depression set in. 
Whereas contractors paid for common labor $1.75 per day of 
ten hours, the city paid for the greater part of such work $1.75 
a day for eight hours; and about one-sixth of this labor was 
paid $2 a day of eight hours. 

On the other hand, skilled labor was not paid as high as it 
had been by private contractors. Foremen whom the city 
paid $3.33 for eight hours had received $10 for eight hours 
from contractors three years before. Stone masons who 
received $4 had received $7. The effect of municipal employ- 
ment is here seen in more nearly equalizing the earnings of 
all laborers by raising the minimum and depressing the maxi- 
mum. At the same time the city actually paid two and a 
half times as much for skilled as for unskilled labor. 

The most complete investigation hitherto made of the 
relative wages in public and private employment is that of Mr. 
Ethelbert Stewart, under the direction of the Department of 
Labor.t In his comparison of the rates of wages paid in the 
four cities, Boston, New York, Philadelphia, and Springfield 
(Massachusetts), Mr. Stewart concludes that “the public, 
when employing directly by the day, pays the highest prevail- 
ing rate of wages for the shortest prevailing day’s work” 


* Bulletin of the Department of Labor, No. 7, p. 727. 
t Bulletin of the Department of Labor, No. 7, November, 1896. 
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(p. 23). Mr. Stewart gives in alphabetical order the rates of 
wages for different occupations on public work, when employed 
by the city directly and when employed by contractors, also 


the wages paid by contractors on private work. I have sep- - 


arated the occupations given by him, and have classified them 
under three headings,— namely, foremen, skilled laborers, un- 
skilled laborers,— and have computed for each class the average 
per centum of excess in public wages over private wages. 
Table I. gives the aggregate result for the four cities named. 
It appears that for all classes public wages are higher than 
private wages, but that the difference is considerably greater 
in the case of unskilled labor than in that of skilled occupa- 
tions. In the case of foremen the differences are not uni- 
formly in the same direction. New York and Boston appar- 
ently treat their foremen relatively better than their skilled 
laborers, and, in the case of private work, better than unskilled 
labor. But Baltimore and Philadelphia pay their foremen 
relatively a smaller increase over the payments of private con- 
tractors than the increase for either skilled or unskilled labor. 


TABLE I. 


Pusiic Waces CoMPARED WITH PRIVATE WaGEs PER Honor, 1897. 
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If we compare the foregoing summary regarding American 
cities with a corresponding study of British cities, we shall 


find a remarkable difference. 


TABLE II. 


The following table (Table IT.) 


Tae Means oF WEeExLY Waces Pain By Private Employers anp Monicl- 


PaL CORPORATIONS IN GREAT BRITAIN IN THE BuiILtpIng TRADES AND 
Potice Service, 1891.* 




















Weekly Wage. 
arin. Class of Labor. 
Private. Municipal. 
Oldham 143,442 | Carpenters, masons, and | s. d. s € 
bricklayers . 86 4 ($8.72) | 36 4 ($8.72) 
Preston 118,864 | Carpenters and plumb- 
ers . 83 6 ($8.04) | 26 10 ($6.44) 
Bolton 120,380 Carpenters, masons, 
bricklayers, painters . | 32 2 ($7.72) | 32 0 ($7.68 
ee . 2 — — | 27 8 ($6.98 
Nottingham, | 229,775 ters, bricklayers, 
“ umbers, painters, and 
ricklayers’ laborers . | 30 0 ($7.20) | 833 0 ($7.92) 
Policemen — — | 32 4 ($7.76) 
Bradford . | 228,809 | Carpenters, masons, 2 and 
bricklayers 31 4 ($7.52) | 31 2 ($7.48 
Policemen — ~— | 32 4 ($7.76 
Totals for building aan, 
—five towns. . 832 10 ($7.88) | 31 10 ($7.64) 
Total for policemen in 
12 largetowns . . .| —— —— | 27 11% ($6.715) 

















shows plainly that the wages paid to municipal employees in 
those cities for which separate returns were made to the Royal 
Commission on Labor were actually less on the average, as 
late as 1891, by one shilling per week than the wages paid by 
private employers. In Preston the wages were 6s. 8d. ($2.60) 
less, but in Nottingham they were 3s. ($0.72) higher. The table 
also shows that policemen are treated as ordinary employees, 


*Compiled from Returns to the Royal Commission on Labor, pp. 460, 465. 
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and receive wages even less than those paid by the municipality 
to carpenters, masons, bricklayers, and painters; that the mean 
wage paid to policemen in twelve towns which reported to the 
Royal Commission was about 4s, (92 cts.) less per week than 
the mean paid by five towns in the building trades. Police- 
men, of course, have steady employment throughout the year. 
This would more than compensate for the smaller daily wages. 
Booth says that the policeman’s lot in London is about equal 
to that of the skilled workman. Yet the maximum daily 
wages of the metropolitan policeman are 13 per cent. less 
than the winter schedule and 23 per cent, less than the sum- 
mer schedule required by the County Council to be paid to 
carpenters, bricklayers, and masons. The latter received 10d. 
per hour for fifty hours per week (41s. 8d.— $10) in summer 
and forty-four to forty-seven hours in winter (36s. 8d. to 39s. 
2d.= $8.80 to $9.40). Policemen in metropolitan London begin 
on 24s. ($5.76) per week, and at the end of eight years receive 
82s. ($7.68) per week. There are also certain “additions” not 
enjoyed by the skilled laborer, such as uniforms, shoes, coal, and 
a superannuation fund of two-thirds pay at the end of twenty- 
six years of faithful service. These bring his condition fully 
up to that of the artisan. Special policemen get higher pay, 
and policemen in the “city” receive 36s. 6d. ($8.76). 

The policeman’s pay has shared in the fair wages movement. 
In 1890 the maximum was 30s. ($7.20) instead of the present 
32s. ($7.68), and 31s. 6d. ($7.56) in the “city” instead of 86s. 
6d. ($8.76). Compared with American cities, where the 
policemen receive annual salaries 30 to 100 per cent. higher 
than the skilled workman could receive at his present daily 
rate, were he to work every day in the year, these figures are 
significant of the workingman’s small influence in English 
municipal government. 

Having inaugurated direct employment under conservative 
business auspices, the English cities find themselves ripe for 
the new labor movement of the past ten years. Henceforth 
“fair wages” and “centralization of business” go hand in 
hand, This is shown partly in the practice now followed 
throughout the kingdom in all forms of contract, of inserting 
a clause providing for the payment by contractors of the 
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standard rates of wages in the district where the work is car- 
ried out.* 

It is also shown more effectively in Table III., compiled 
from the reports of the Royal Commission on Labor, giving 
the average wage of men employed on roads, pavements, and 
sewers in 1886 and 1891. The rates in 1891 are in every case 
higher than those in 1886; and from the summary of the table 
it appears that in these five years the increases average 9.8 


TABLE III. 


SHowine THE Means or Returns REcEIVED OF WEEKLY WaGeEs Parp 
To Persons Emptorep on Roaps, SEweRs, AND PAVEMENTS BY 
Locat AUTHORITIES IN 1891-92 anp By LocaL AUTHORITIES AND 
PrivaTE CoMPANIES TOGETHER IN 1886, Great Britain. CoMPILED 
FOR THE Royat ComMIssiOn ON Labor. 



































Weekly Wage. 
DISTRICT. 1886. 1891-92. 
1. London . 22s. 3d. ($5.34) | 26s. 5d. ($6.34) 
2. Northumberland, ‘Durham, and Cam- 21 7 ($5.18) | 24 9 ($5.94) 
r! 

3. Outer London and neighborhood . - | 22 2 ($5.82) | 24 4 ($5.84 
4. (a) Lancashire (towns over 50,000) 22 1 ($5.30) | 23 6 ($5.64 
) Lancashire eas — 50, 0,000), 20 11 ($5.03) | 28 5 ($5.62 
5. Yorkshire . . 22 3 ($5.34) | 23 5 ($5.62) 
6. South Scotland . 20 4 ($4.88) | 22 8 ($5.44 

7. ——- and midland counties of 
ngland and North Wales . 21 5 ($5.14) | 22 ($5.38) 
8. oul ern counties of mapas, Wales, 19 7 ($4.70) | 21 10 ($5.24) 
and Glouces 
9. North Scotland ...... . . |18 O ($432)/19 5 ($4.66) 
Summary oF Resutts or Asove TABLE. 
Wage. 

Percent- 

age of 
1886. 1891-92. neues 

1. Bagiend and Wales é 21s. 6d. ($5.36) | 23s. 8d. ($5.68) | 10.0 

2. Scotland ° 19 2 ($4.60) | 21 0 ($5.24) 9.5 

3. Great Britain 21 1 ($5.26) | 23 2 ($5.56) 9.8 














* Special Report on Works Department of the London County Council, 1899, 


p. vii. 
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per cent. throughout Great Britain. In both years the average 
for London is highest; and here, too, the greatest increase has 
taken place. This is owing to the greater influence of the 
labor movement in London compared with provincial towns 
and districts. 

The foregoing returns are for the parishes of London, and 
not for the County Council. The parishes and their vestries 
are the historic units of local government, the county and the 
council of London having been created by Act of Parliament 
in 1888. While the council, at that date, was placed on a 


TABLE IV. 


IncrEasE OF Waces Parp MonicrpaL EMPLOYERS OF LONDON PARISHES, 
1886 to 1895.* 




















Board of Trade Re- Battersea Returns, Charles Booth Re- 
turns, 1886. 1891. turns, 1895. 
Sweepers . . «| 1,268. Av.19s.2d. | 879. 16s. ($3.84) to | 1,171. 18s. ($4.32) to 
($4.60) 27s. ($6.48), of | 28s. 3d. ($6.78), of 
whom 516=59% whom 187=16% 
earned less than earned less than 
20s. ($4.80) 20s. ($4.80) 
Sowei flushers . | 25s. ($6.00) to 30s. 24s. ($5.76) to 36s. 
($7.20) ($8.64), usually 30s. 
($7.20) 
Paviors . . .| Timeworkers, av. 
38s. 4d. ($9.20) 
Piece workers, av. 
34s. ($8.16) 
Av. paviors, 36s. 26s. ($6.24) to 42s. 
5d. ($8.74) ($10.08) 
Paviors’ laborers | Av. 24s. 11d. 21s. ($5.04) to 29s. 
($5.98) ($6.96) 
Road laborers .| Av. 24s. 3d. 20s. ($4.80) to 29s. 
($5.82) ($6.96), few under 
2hs. ($6.00) 














*Oempiled from data given by Booth, Life and Labor, vol. viii. pp. 28-38. 
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basis of democratic suffrage, and in its elections the labor ele- 
ment has achieved representation, the case was different with 
the thirty-seven parishes which governed the same area with 
the council. It was not until 1895 that Battersea and West 
Ham acquired a definite labor representation in their govern- 
ment. Other parishes, though not influenced in the elections, 
have been affected by the movement for “fair wages.” This 
is shown in Table IV., which gives the average wages paid to 
parish employees in London from the year 1886, when the 
Board of Trade investigated their wages, to 1895, when the 
returns were made to Mr. Charles Booth. The main increase 
appears in the years following 1891. At that date 59 per cent. 
of the sweepers received less than 20s. ($4.80) per week. In 
1895 only 16 per cent. received less than 20s. 

An investigation made by the Battersea Vestry in 1891 gave 
the wages of 3,635 men, out of a total of 4,466, employed 
directly by municipal authorities in London. Charles Booth 
increased the number reported to 3,914. On the opposite 
page is a table (Table V.) compiled by Booth,* comparing the 
Battersea returns with his own. 

The table shows in each case the number and per centum 
of laborers grouped according to the amount of weekly wages 
received : first, of all classes of municipal employees; second, 
of sweepers generally. Booth, in commenting upon this table, 
says : — 

“The all-round improvement in four years shown by these 
figures is certainly remarkable. Whereas in 1891 there were 
21 per cent. earning below 20s [$4.80], there are now only 5 
per cent., and those receiving between 20s. and 25s. [$6.00] 
have decreased, roughly speaking, by one-half. On the other 
hand, the number earning from 25s. to 35s. [$8.40] has in- 
creased more than threefold. Dealing with the sweepers 
separately, the increase is even more striking.” 

Seeing that he places the poverty line between 20s. and 25s., 
Booth rightly observes that there is yet “ample room for im- 
provement.” “Every vestry in London,” he says,t “could 
probably get an adequate supply of men to do the work 
[sweeping] for the 18s. [$4.32] which is only paid in two cases. 


* Zéfe and Labor, vol. viii. p. 486. t Page 30. 
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TABLE V. 
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Revative Waces or Mounicrpat Empiorees 1n Lonpon, 1891-95, 
ALL EMPLOYEES. 





emo | pao, 


Booth’s Returns, 
1895. 





Below 20s. ($4.80) ..... 
20s. ($4.80) to 25s. ($6.00) . . 
25s. ($6.00) to 30s. ($7.20) . . 
30s. ($7.20) to 35s. ($8.40) 
35s. ($8.40) to 40s. ($9.60) 
40s. ($9.60) to 45s. ($10.80) . 
45s. ($10.80) and upwards 


782, or 20% 
2,129, or 583% 
513, or 144% 
147, or 4% 
55, or 14% 
22, or $% 
87, or 1% 


189, or 5% 
1,156, or 294% 
1,830, or 463% 

508, or 18% 

117, or 3% 

87, or 23% 
27, or $% 





8,635, or 100% 








8,914, or 100% 





Sweepers SEPARATELY. 











Battersea Returns, | Booth’s Returns, 
1891. 1895. 
Below 20s. ($4.80) . . . 258, or 293% 150, or 13% 
20s. ($4.80) to 25s. ($6.00 584, or 664% 424, or 36% 
25s. ($6.00) and upwards . 87, or 4% 597, or 51% 
879, or 100% 1,171, or 100% 














Their refusal to do so apparently meets with the approval of 
the rate-payers, and shows how strong is the feeling in favor 
of paying something more than a bare subsistence wage. . 
Under the influence of public opinion few vestries have been 
able to resist the demand of their sweepers for a rise of wages.” 
These statistical tables apply to all the parishes of London, 
and they show the influence of the fair wage movement. They 
do not show the way in which this movement added to the 
demand for direct employment. Not all the parishes were 
affected equally by the increase in wages. In only three or 
four have the laborers as yet secured substantial representa- 
tion in the governing bodies. In these we may note the new 
impulse towards direct employment. The parish of West 
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Ham, during the period from May, 1894, to September, 1896, 
engaged in road-making, paving, sewering, building, and all 
classes of repairing. A works department was organized, 
with a works manager. An investigation in 1896, and reports 
made by the bureau accountant, borough engineer, and works 
manager, led to the discontinuance of direct employment on 
large works, though retained on small works.* The election 
of 1898, however, resulted in a labor victory, with an extensive 
program of municipal dwellings to be erected by the council, 
municipal gas, water, tramways, electric lights, bakeries, baths, 
and free libraries. 

The parish of Battersea has gone much further. Here the 
contractor on public works is now unknown. All the work of 
the parish is carried on by the vestry’s own men, whether it is 
the making of the main sewer, the laying of wood pavement, 
the erection of a public building, or the construction of an 
embankment on the riverside. This policy was begun several 
years ago, but the labor representation since 1894 has given 
added impetus until the final step was completed in 1898, 
with the erection of a municipal workshop. In the possession 
of its own workshop, Battersea is in advance of other munici- 
palities except the County Council itself. This shop was 
erected on the day-labor system. 

The contrast which we have just noticed between American 
and British municipal wages is further emphasized when we 
notice the different dates at which the cities began to pay 
increased wages. The London School Board and the London 
County Council began in 1889,— certain London parishes a 
few years later. Many parishes and provincial towns have 
not yet begun. In the United States the increase was led by 
New York. Other cities followed. The smaller cities and 
country villages have, however, like the provincial towns of 
England, not yet adopted the policy. 

Table VI. shows in statistical form the remarkable change 
which has taken place in public relative to private wages. 
In New York it appears that, prior to the Civil War, the 
wages in private employment were higher than public wages 
in five of the six occupations represented. Both public and 


* Special Report, Appendix, p. 82. 
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private wages rose materially during the currency inflation of 
the war, the public wages making the larger gain in four 
cases, and the private wages in two cases. Following the war, 
both classes of wages were reduced, but private wages were 
‘reduced to a greater degree than public wages. In 1870 
occurs the first excessive disparity, owing to the reduction of 
hours in municipal employment to eight. Private employ- 
ment remained at ten hours throughout, except for brick- 
layers, stone-cutters, and carpenters. These secured eight and 
nine hours respectively in 1872, 1886, 1888. It will be seen 
that, owing to these shorter hours, skilled laborers have suc- 
ceeded in reducing the difference between the two rates of 
pay, while the unskilled laborers show a stationary difference. 
In Philadelphia and Springfield the relations between public 
and private wages have not materially changed during the 
period for which figures are available. There has been an in- 
crease in each, but the public wages have been generally 
higher throughout the sixty years covered by the reports. In 


TABLE VI.* 


Wacess PER Hour 1n Pusiic anp Private EMPLOYMENT, New YORE. 





























CARPENTERS, BRICKLAYERS. 
Contractors. City | Pri- Contractors. City = 
DATE. higher] vate higher high 
an jhigher n | or 
City. pri- an | City. Pri- | than 
Public|Private| vate | city Public} Fate | Yate | city 
work.| work. ian. p ~ 4 work. | work. | cont. ee 
January, 1858, | 15 — | 19.2 — 28.0 | 17.5 — | 20. oe 14.3 
January, 1860, | 17.2 — | 19.8 _ 15.1 | 20 —_ 20.5; — 2.5 
January, 1865, | 30 — | 29.3 24), — 382 — 28.7 | 11.5 
July, 1870. .| 50 — | 34.6 445), — 53 —_ 48.3 9.7 
January, 1879, | 31.2 — | 25.0 248); — 87.5 _ 28.7 | 30.7 
January, 1884, | 37.5 — | 32.7 14.7) — 37.5 — 44 -— 17.3 
January, 1891, | 37.5 — | 38.6 _ 2.9 | 43.7 — | 404 8.2 
January, 1896, | 44.5 — | 37.25);195) — 50 — | 49.5 1 
= 41 8.5 49 2 





























*Figures for years prior to and including 1891 are computed from the report of the 
Senate Committee on wholesale wages and prices, which were compiled by the Depart- 
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STONE-CUTTERS. BLACKSMITHS. 
Contractors. | City | Pri- Contractors. noity == 
higher} vate er 4 
DATs. than A. mt wn ell than high 
City. pri- n ; * 
™ | pupae ae | oe Public| tate | or city 
work. | work. | cent. | cent. work. | work. | cent. ant 
January, 1858, | 18.2%) — 20 _— 9.3 | 16.6 — /182{/— 9.6 
January, 1960,|20 | — | 202|— | 1 |1i82| — |196/ — | 77 
January, 1865, | 32 _ 32.7) — 2.1 | 32 — 31.3 2.6 
July, 1870. .| 53 _ 42.3 | 25.3 | — 43.7 oa 32.9 | 32.8 
January, 1879, | 37.5 _ 28.5 | 316) — 34.3 — 33 3.9 
January, 1884, | 37.5 _ 34 10.3); — 37.5 _ 28.8 | 30.2 
January, 1891, | 43.7 — 444) — 1.6] 37.5 — | 29.8 | 25.8 
uary, 1896, | 50 48.75 —|M43) — 38 i 28.5 | 33.3 
—- 33.25 14.4 
BLACKSMITHS’ HELPERS. LABORERS, 
Contractors. | oj Pri- Contractors. Cit Pri- 
Dare. hi ~A vate higher And 
City. an |higher than & 
pri- , Pri- | than 
Publio| Private] vate | city City. | Puptie | Pri- vate | city 
work. | work. | ont. | cent. work. | work. | cent, P| 
January, 1858, | 10. | — 9.9 10; — | 10 — |107/ —|7 
January, 1860, | 125} — | 109 | 147} — | 10 — 10.5 | — | 5 
January, 1865, | 20 — | 192 42} — | 19 — };191]/ —| 5 
July, 1870. .| 25 | — | 19 31.6/ — | 275| — | 193 | 42.5 
January, 1879, | 22.5 | — | 163 | 38 — | 20 — | 128] 56.2 
January, 1884, | 25 — |17.4 | 43.7) — | 22 —_ 15.2 | 44.7 
January, 1891, | 25 — 18.6 34.4 — | 22 _ 16.3 | 35 
January, 1896, | 28.75} — | 23.25 | 236/ — | 185) — 13 42.3 
os 25.5 12.8 12.75 45.1 | 



































ment of Labor. Figures for 1896 are from Bulletin No.7 of the Department of Labor, 
November, 1896. The hours per day in private employment are ten except for carpen- 
ters, bricklayers, and stone-cutters in New York, since 1888, who have worked eight and 
nine hours. Carpenters, Philadelphia, eight hours since 1887. In public employment 
the hours are as follows: New York, ten, prior to 1870; eight hours from 1870 to date. 
The years selected are those which mark the turning-points of highest and lowest levels 
of general prices and wages. 


* 1859. 
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PHILADELPHIA. 
ENGINEERS, CARPENTERS, 
Contractors. Contractors. | Pri- 
City | Pri- | City 
higher| vate higher} ,“2t¢ 
DATE. than |higher than high- 
City. pri- | than | City. | pri- | a 
Pub- | Pri- | vate | city Publie |Private| Yate | ‘city 
lic | vate | per | per ne ve | per city 
work. | work. | cent. | cent. + | WORK. | cent. pt 
January, 1855 | 17 — 13 30.8 — | 17.5 — 15 16.7 
January, 1860, 17.7 —_ 20 — | 13 20* _— 17.5 14.3 
January, 1865, | 21.1 _ 25 — | 18.5 | 27.5*,) — 23.9 15.1 
January, 1872, | 21.5 — 23.7 — | 10.2 | 30f _ 27.1 10.7 
January, 1879,| 19.7 | — | 185] 65) — | 23.931 — | 269 | — | 126 
January, 1884, | 21.4 —_— 23.5 — 9.8 — _ _ — 
January, 1887, 22.7 —_— 23 — 13 | 33.3 _ 30.7 8.5 
January, 1891, | 23 — 24.5 — 6.5 | 33.3 — 30.3 9.9 
January, 1896, | 23.75 | — | 27.5) — | 15.7 |325) — 29.25 | 11.1 
« 25.5 7.3 29.5 10.2 
LABORERS. MACHINISTS. 
Contractors. Contractors. Pri 
on 5 . l- 
Cit; Pri- . Cit; 
DATE. higher| vate higher) ,7te 
‘ ~ — City —_ € 
City. - an A Le 
"| pup-| pri- | Yate | city Public |Private| vat | ‘ua? 
lic | vate | per | per 4 | Per city 
work. | work.| cent. | cent WORK, | WOFK. | cent. = 
January, 1855, 12.9 _ 10 29 15§ -— 15.9 — 6 
January, 1860,/ 13.3 | — | 11.1 | 31.7} — | 15 — |167 | —| us 
January, 1865, | 17.5 — | 154/136] — }262]} — 25 4.8 
January, 1872,| 18.2 | — | 13.1 | 39 — 1279) — | 25.1 | 112 
January, 1879, | 15 — /1 |se4}] — |239/ — | 21.2 | 12.7 
anuary, 1884, | 17.5 — | 126/389] — | 29 — | 245 | 184 
anuary, 1887,| 18.9 | — | 11.8 | 602} — |296| — | 23.7 | 24.9 
January, 1891, 19.3 — 12.8 | 50.8 — | 29.3 _ 26.1 12.3 
January, 1896, 18.75 | — 14 33.9 — | 32.5 a 23.25 | 35.5 
. 13 44.2 25.25 24.7 
*July. t July, 1873. + January, 1882, § 1857. 




















"gost ‘Ajugt *WO}30N.19SU09 JOMOS TO SUOSE PL *830013g Jo guopuejzujiodng 4q pejonb egg 103 SOBU AA » 





SLI OF | 6°9F 
04 04 04 
6'SS rte 

9% 03 | Zz 
02 02 ¥ 
— 02 | GSI 
8°cs | saz £'8Z 
1g toz | te9z 
_- _ Cs 
- - CsI 


‘eos ‘Arenuee 46681 »‘Arenuer 
‘1681 ‘Arenuee 4 j * 1681 ‘saenuee 
‘yest ‘Arenuee 5 i * * seg ‘Ame 
‘6181 ‘Arenuee ‘ * * oggt ‘Aue 
* + gzet ‘Ame j * + gigi ‘Ame 
‘egg ‘Arenuere ° * gogt ‘Arenuve 
‘oost ‘Arenuee 6sst ‘Ane 
‘gggt ‘Arenuee * * yest ‘Aue 


Plt tits 





‘queo |"su00 20d 
zed 49]0 | o3¥ajid 


soudia | aura 


As 
eseayid| A319 



































‘Saaa0dV] 40 NEWAAOR ‘saauoadvytd 





RM 
S 
S 
S) 
5 
3 
S 
- 
n 
Bb 
Ss 
by 
Ps 
a 
< 
Bb 
> 








‘SSVI ‘CTAIAONINAG 


448 














WAGES IN MUNICIPAL EMPLOYMENT 449 


Springfield, however, the “laborers,” who constitute by far the 
largest proportion of municipal employees, have generally re- 
ceived higher wages in private employment. This has been 
changed very recently, as will be seen from the rates for 1899. 
It may be laid down as a rule that, the smaller the city and 
the larger the proportion of tax-payers, the lower are the 
wages in public employment relative to private wages, and 
more slowly do“ fair wages” find a place. The explanation 
is already suggested. The movement towards high wages was 
not sentimental, There was no pretence of “ethics” or “ fair 
wages.” The laborers, as an organized body, did not agitate 
for it. It was simply practical politics. In New York it coin- 
cided with Tweed. In all cases it was the voluntary bid of the 
politicians for the labor vote. 

Returning now to our comparison of American and British 
cities, we conclude that the “fair wages” movement in Eng- 
land produced a slight increase in municipal wages, and it 
produced a corresponding increase in the wages paid by con- 
tractors on municipal works: whereas in American cities 
“ practical politics” produced an enormous increase in munici- 
pal wages with scarcely any increase in municipal contractors’ 
wages, 

While this conclusion continues true at the present time in 
the majorily of cases, yet recently a new policy in America 
has begun to show itself. As early as 1891 the States of Idaho 
and Kansas prohibited contractors on public works from exact- 
ing more than eight hours per day. This was copied by the 
federal government in 1892, by Colorado in 1893, and by 
Utah in 1894. The year 1899, however, is a decisive year in 
this change. In that year five States established eight hours 
for public contractors; namely, California, Massachusetts, New 
York, Washington, and West Virginia. California had al- 
ready, in 1897, established a minimum of $2.00 on State and 
municipal contracts, so that, with the eight-hour law of 1899, 
that State takes the most advanced position of any State or 
country. New York’s law of 1899, declared unconstitutional 
by the Court of Appeals two years later, in addition to provid- 
ing eight hours, requires also that wages paid by contractors 
shall not be less than the prevailing rate for a legal day’s work 





———— 
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in the same trade or calling in the locality where the work 
is to be used, erected, etc., when completed. This does not 
place the contractor on exactly the same level as the public 
authorities, since the city and the State usually pay higher 
than the prevailing rate. 

This new tendency, if it becomes established, will have an 
important weight upon the arguments for and against public 
employment. If contractors on public works are required to 
pay the same wages and grant the same hours as the public 
authorities themselves, then plainly a large part of the existing 
differences between the cost of public and the cost of private 
construction and operation will be eliminated. Private con- 
struction of public works and private operation of public en- 
enterprises will suffer an increase in their bills for wages 
amounting to 10 to 40 per cent. Whether they will be able, 
when thus brought up to the wage level of public employment, 
to show an economic advantage over the latter, will be an 
interesting field for study. 


Joun R. Commons. 
New Yorx. 


























* NOTES AND MEMORANDA. 


EARNINGS OF INTEGRATED INDUSTRIES. 


In reviewing editorially Professor Meade’s article on “ Capi- 
talization of the United States Steel Corporation,” published 
in the Quarterly Journal of Economics for February, the 
New York Nation says: “The inferences drawn, as regards 
the future of the Steel Corporation’s capital, are extremely in- 
teresting, but not altogether conclusive.” Not only is this 
true, but the article contains an error of such fundamental 
importance that it should not pass unnoticed, The argument 
is, however, presented with such force, ingenuity, and apparent 
thoroughness as to necessitate a careful analysis before the 
confusion of ideas can be exactly located. 

Professor Meade’s fundamental proposition, at least so far as 
the bearing of the article on economic theory is concerned, is 
that the net earnings of an integrated industry fluctuate more 
violently than those of an “interdependent industry.” “The 
proposition cannot be too often emphasized that integrated in- 
dustry means more stable cost of production, and therefore, 
unless an equal stability can be imparted to the prices of sale 
and the volume of output, a wider zone of profit variation. 
With integrated industry, costs do not rise with prices; and 
profits, therefore, increase with greater rapidity than when 
other profits are deducted from them. But, on the other 
hand, when the turn comes and the tide of prosperity ebbs, 
since the expenses of production have not risen with the ad- 
vance, neither do they decline with the depression ; and prices 
fall with slight compensation from decreasing costs. The 
capitalization of the steel trust represents the top of the wave 
of prosperity. It is not difficult to forecast the value of that 
capitalization when the wave recedes,” 
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“, , . the major portion of the earnings of the corporation 
represent the combined profits of a long series of productive 
factors,— the mine, the coke plant, the railroad and steamship, 
the blast furnace, the Bessemer converter, the slabbing mill, 
and the plate mill,—all converging and uniting in the earn- 
ings from the sale of rails, tubes, tin plate, cotton ties, and 
structural material. These gigantic profits and values, under 
the old-time system, before the steel industry became in- 
tegrated, would have been divided among at least six classes 
of producers.” ... The author then presents, as representing 
the financial history of one of these six classes of producers, 
the following table in regard to the business of “one of the 
best of the independent furnace companies in the state in 
which it is located” : — 

Year. Priceoflron  Costof = Profitper Annual Produc- = Net 


per Ton. Materials. Ton. tion, Tons. Earnings. 
1890. . $15.74 $12.70 $2.00 39,659 $67,928.29 
1891. . 14.57 12.29 1.24 37,589 39,072.96 
1892. . 13.63 11.73 86 30,755 18,244.77 
1893. . 12.31 10.27 1.00 50,957 25,787.98 
1894. . 10.58 8.82 72 51,163 13,714.77 
1895. . 10.74 8.67 1.03 53,932 42,971.86 
1896. . 11.29 9.44 71 37,107 20,815.94 
1897. . 10.40 8.55 81 63,137 33,150.57 
1898. . 9.79 7.99 76 64,816 32,319.51 


We have here a decline of 30 per cent. in the cost of 
materials from 1890 to 1894 ; while in the case of an integrated 
industry, otherwise similar, the author estimates the decline in 
“ producers’ cost ” at lessthan 20 percent. Hence, he asserts, 
there will be greater fluctuations in the earnings of an inte- 
grated industry than in those of a similarly situated interde- 
pendent company. 

Clearly, if a comparison between the respective earnings of 
integrated and interdependent industries is to be of value 
from the standpoint of economic theory, the interdependent 
company chosen as an example must be fairly representative 
of the various successive productive steps which have been in- 
tegrated ; otherwise we shall be open to the danger of compar- 
ing the exceptional or the accidental, and our results will have 
no more value than an attempt to subtract trees from sheep. 
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We have, then, an integrated industry of six processes. 
Process I. obtains its material from nature, the completed 
product of Process I. forms the material for Process II., the 
product of II. is the material of III., and so on until the 
product of Process VI. is ready for the general market. The 
value of the final product of this complete integrated industry 
will be composed of four parts: (1) cost of materials for 
Process I.; (2) cost of labor expended upon these materials 
throughout the six processes; (3) certain incidental expenses, 
such as rents, interest on temporary loans, etc., which, in a 
manufacturing enterprise, are so small in proportion to the 
other factors as to be negligible for the purposes of this dis- 
cussion ; (4) earnings on capital. Our author’s hypothesis is 
that (1) and (2) would have decreased from 1890 to 1894 
less than 20 per cent., while in the case of an interdependent 
cempany (1) decreased 30 per cent, and (2) declined 20 per 
cent. Hence, the price of the final product being fixed by 
supply and demand, (4) would have decreased in greater pro- 
portion in the integrated than in the interdependent industry. 

Suppose, then, our integrated company to be broken up into 
six interdependent companies corresponding to the six proc- 
esses above mentioned. Since all questions as to the in- 
creased efficiency of integrated industry or its better control 
over markets and prices are expressly eliminated by Professor 
Meade’s hypothesis, Company VI. would sell its product at the 
same prices as the integrated company both in 1890 and 1894. 
Its decrease in labor-cost would also be the same; but Professor 
Meade asserts that it can buy its material at a decrease of 30 
per cent. Hence Company V. must sell its finished product 
(the material of Company VI.) at a decline of 30 per cent.; 
and, as its labor-cost falls off only 20 per cent., it must, evi- 
dently, in order to prevent its earnings from declining more 
rapidly in proportion than those of the integrated company 
under similar circumstances, secure its material at a decrease 
of more than 30 per cent.,— let us say 35 per cent, Accord- 
ingly, Company IV. sells its product at a decline of 85 per 
cent., and must buy its material at 40 per cent. less than be- 
fore; Company III. buys at 45 per cent. decrease; II., at a 
fall of 50 per cent.; and I., 55 per cent. lower. Nor would 
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it change the case to suppose that some portion of each com- 
pany’s material is obtained from outside sources rather than 
from the next preceding link of the interdependent chain; for 
whatever additional profit is obtained through a lower cost of 
such outside material is gained at the expense of some other 
industry, in some other interdependent chain, which must, in 
its turn, according to the general hypothesis, make up for this 
loss by purchasing its own material at a still lower price, and 
so on down by a separate route to the material obtained from 
nature. 

In other words, since by hypothesis the decrease in labor- 
cost is the same for both the integrated and the interdepend- 
ent companies, and the falling off in earnings is alleged to be 
smaller in the case of the interdependent companies, any 

ter rate of decline in the cost of material must inevitably 
be forced back from one company to the next in a gradually 
increasing ratio, until the cost of material for Company I. 
would be more than 50 per cent. less in 1894 than in 1890; but 
this cost of material for Company I. is the same as the cost of 
material for Process I. of the integrated company, on which 
the decline was postulated to be less than 20 per cent. The 
inconsistency of Professor Meade’s position is thus manifest. 

In point of fact, when internal efficiency, economy, and con- 
trol over price are thus ruled out of the discussion, the differ- 
ence between the six successive interdependent companies, 
considered in the aggregate, and an integrated company, con- 
sisting of the six successive processes, is merely one of name 
and ownership. The aggregate earnings of the six companies 
will be the same as the final earnings of the integrated com- 
pany, and will undergo the same fluctuations under the same 
conditions. 

The broader the scope of the integration, the more clearly 
evident does this fact become. Suppose all the industries of 
a nation united in one gigantic company, without change in 
efficiency or control over price. It then becomes self-evident 
that the earnings of this company must be precisely the same 
as the aggregate earnings of the various industries of which it 
is composed. 

A feature which was expressly excluded from the discus- 
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sion,— viz., the increased ability of the integrated company to 
exercise control over prices,— is really the most important con- 
sideration as regards fluctuation of earnings. A company 
which, like the United States Steel Corporation, controls so 
large a proportion of an industry as to be able to dictate prices 
within certain limits,— subject to the danger of, on the one 
hand, limiting consumption of its products at home and 
abroad, encouraging increased competition from small outside 
industries, and inviting adverse legislation; or, on the other 
hand, unnecessarily cutting down its own profits or inciting its 
workmen to strikes through unreasonably low wages,— has 
both the strongest motives and a considerable power to moder- 
ate those speculative fluctuations which have always hereto- 
fore caused that “confusion of contracts and uncertainty of 
prices,” “ignorance, distrust, and friction,” which Professor 
Meade so graphically describes. The independent producer 
must seize the highest prices obtainable during periods of 
speculative activity to compensate himself for the depression 
which he knows will come sooner or later, and which he is 
powerless to avert. But the integrated company which can 
exercise a partial control has nothing to gain by putting prices 
a dollar higher when that figure is obtainable through the 
temporary vicissitudes of speculative demand, only to see 
them go a dollar lower than would otherwise have been the 
case in the next period of speculative depression. On the 
contrary, it has everything to lose by such a policy. Every 
legitimate interest of such a company is served by stability of 
prices. A firm, unfluctuating market for steel relieves buyers 
of those harassing uncertainties which inject an element of 
gambling into what should be purely business undertakings, 
and thus encourages the largest, steadiest, and most general 
consumptive demand. It is thus that factories and mines can 
be kept constantly in operation without the demoralizing and 
oftentimes disastrous shut-downs which result from over- 
bought markets and consequent paralysis of demand. Thus is 
built up a permanent, well-knit, selected wage-force, capable of 
doing the best work in the most efficient manner,—in strong 
contrast to the transient, unreliable, unskilful, incohesive body of 
workmen with which employers engaged in a fluctuating busi- 














456 QUARTERLY JOURNAL OF ECONOMICS 





ness are often forced to content themselves. Hence it may be 
considered certain that the well-managed integrated industry 
will do what it can, not only to maintain prices at the most 
profitable level, but also to prevent fluctuations, 

And it can do much. The managers of the United States 
Steel Corporation have already amply demonstrated that they 
have the courage, the sagacity, and the power deliberately to 
accept, in a time of increasing demand, a lower price for their 
products than they might have obtained. They will have a 
corresponding power to maintain prices in times of depression. 
Not every integrated industry would have so great an influ- 
ence: it is quite conceivable that, in some cases, the integrated 
company would have but little more power over prices than 
its separate members. But it is safe to say that, on the aver- 
age, and as a general principle, an integrated industry can and 
will do more toward lessening fluctuations in prices than the 
interdependent companies of which it is composed could or 
would have done. 

In conclusion, then, we may say that as to the absurd over- 
capitalization of the United States Steel Corporation there 
can be no question—it is a matter of common knowledge; 
and it is not impossible that, in a period of declining prices 
like that from 1890 to 1894, its profits might shrink as rapidly 
as those of the particular blast furnace whose financial history 
Professor Meade has tabulated. But, as a general principle of 
economic theory, the earnings of integrated industries may be 
expected to fluctuate Jess violently than those of interdepend- 


ent companies. 
G. C, Sznpen. 


NortHwoop, New HAmpsuHIRE. 
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NOTE ON BISHOP WHATELY’S VIEW 
OF PROFITS. 


President Walker says in his text-book: “Now it is funda- 
mental in my theory of distribution, as to which I am gener- 
ally in accord with French economists, that the entrepreneur 
class, the employers of labor, receive a share of the product 
of industry which is at once so important through its amount 
that it cannot be omitted from consideration and so widely 
different on the principles by which it is governed that the 
term wages cannot be applied thereto without introducing a 
wholly unnecessary and mischievous confusion of ideas.— To 
the entrepreneur’s share of the product I shall strictly apply 
the term profits.” 

Continuing under the heading, Profits a Species of the same 
Genus as Rent, he says: “In my opinion, profits as thus de- 
fined bear a strong resemblance to rent. In this view I follow 
Archbishop Whately, who, in the appendix to his treatise on 
Logic, declares that the rent of land is only a species of an ex- 
tended genus.” 

All well so far. However, we fail to find him giving a de- 
finition of the genus. I think the same is true of other writers 
of his belief. 

Turning to the original as given by Whately, we find that 
he says, “ Adam Smith first divided revenue into rent, wages, 
and profits.” He then adds the definitions of these terms as 
given by Smith, Say, Storch, Malthus, Mill, and others, and 
later says: “But there is another and a very large share of 
revenue which is not the creation of man, but of nature; 
which owes its origin, not to the will of the possessor, but to 
accident.” If we are to take this for his definition, it falls 
far short of that for which we are looking. 

Marshall says much of gwasi-rents and traces a gradual 
gradation from the slightest rent of this sort to a true situa 
tion-land-rent. 

An old and well-established manufacturing business and a 
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successful profession are species of the same genus as land- 
rent. However, they are not the results of accident, nor are 
they natural agents. So Whately’s statement is not available 
here. And Marshall does not define the genus. 

I wish to suggest the following. The genus consists of long 
period products which are themselves factors in the produc- 
tion of shorter period products. These long period products 
being limited in supply, the producers of the short period 
products stand ready to pay a rent for the use of these long 
period products. 

The first reply may be: “ What you call long period prod- 
ucts must include a variety of things that are not altogether 
homogeneous under the time concept. Why not say: “The 
genus is anything for the use of which a second party is will- 
ing to pay”? This would yield one idea that rent is a price 
paid for the use of something for production, but it does not 
cover the idea that rent is a differential gain.” 

Reply. “ Anything for the use of which a second party is 
willing to pay” is little more than saying “of the same genus 
as rent.” 

What we are seeking is the property common to all the 
genus that causes a second party to be willing to pay. We 
admit that seemingly there are included “a variety of things 
that are not altogether homogeneous under the time concept.” 

(1) Land having a favorable situation in a large city. 

One paid a rent for a good business corner in a county seat 
in New York in 1830. Had he then come to Des Moines, Ia., 
he could have obtained almost free the best present business 
corner. This business corner is a long period product. 

(2) A man has a son eighteen years old, but unskilled as a 

n. 

The father wishes to have a difficult operation performed. 
Why does he not wait to educate his son? He is willing to 
pay the skilled surgeon a qguasi-rent for the reason that the 
acquiring of the skill requires a long period as compared to the 
time of performing the operation. 

(3) A man accidentally invents a useful machine, and 
obtains a patent enabling him to receive a guasi-rent. Since, 
as a rule, an important invention is a long time product. 
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The poorest land, professional skill, or mechanical device in 
use as a factor in production at the same time for the same 
market, is the no rent factor from which the differential gain 


is reckoned. 
T. M. Buaks.es. 
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Vienna: A. Hélder. 1901. 8vo. 
p. 66 and drawin, 2.50 m. 


Wetts (G. H.). nticipations of 
the Reaction of Mechanical and 
Scientific Progress upon Human 


Life and Lomas ht. New York 
and London: arper & Bros. 
8vo. 


P- 
[Suggests some bold conclusions 
re ing the future of social rela- 
tions and moral ideas. ] 


In Periodicals. 


BoNINSEGNI (P.). I fondamenti 
del economia pura. Giorn. degli 
Econ., Feb. [A review of various 
mathematical theories of utility. ] 

BRENTANO (L.). Le concept de 
Péthique et de l’6conomie politique 
dans l’histoire. Rev. d’Econ. Pol., 
Jan. [Discourse delivered by Pro- 
fessor Brentano as rector of the 
University of Munich. ] 

Ex_iwoop (C. A.). Aristotle as a 
Sociologist. Annals Amer. Acad., 


March. [A plea for the study of 
the “first truly scientific social 
thinker.’’] 

Loria (A.). Della modernita di 


Giammaria Ortes. Riforma So- 


ciale, March. 
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Passow (Richard). Die Methode 
der nationalékonomischen Forsch- 
ungen Johann Heinrichs von Thii- 
nen. Zeits. f. ges. Staatsw., 58, 


Heft 1. 
Scnor (Alex.). Kritik der Grenz- 

Jahrb. f. Nat. 
Oek., 23, Heft 2. 


nutzentheorie. 
SEAGER (H. R.). Professor Patten’s 


Theory of Prosperity. Annals 
Amer. Acad., March. 
SeLtieman (E. R. A.). The Eco- 


nomic Interpretation of History, 
II. Pol. Sci. Quarterly, March. 
han validity of the economic 
nterpretation of history is still 
open to question.’’] 

Warp (Lester F.). Contemporary 
Sociology, I. and II. Amer. 
Journ. of Sociology, Jan. and 
March, 1902. [An analysis of 
conceptions of sociology. I. con- 
siders: (1) Sociology as Philan- 
Seer (2) Sociology as Anthro- 

ogy (8) Sociology as Biology; 
ty ociology as Political Econ- 
omy. II. considers: (5) Sociology 
as the Philosophy of History; 
(6) Sociology as the Special Social 
Sciences; (7) Socio ogy as the 
Description of Social Facts; (8) 
Sociology as Association. ] 


II. SOCIAL QUESTIONS, LABOR AND CAPITAL. 


AppAmMs (Jane). 
Social Ethics. 
millan. 1902, 
$1.25. 

[A plea for a fuller recognition 
of social obligations; for the posi- 
tive morality which realizes itself 
in social service as against the 
negative morality which realizes 
itself in —— uprightness. ] 

ALBrecat (Prof. Dr. Hh). Hand- 
buch der socialen Webifehrts 
pflege in gy Berlin: 

e 


ann. 8vo. pp. 
509 and 87 pl. Pm m. 


[A revised edition of the mon- 
ograph prepared for the Paris Ex- 
position. 

ASHBEE (C. R.). The Teaching of 
John Ruskin and William Morris. 
London: Arnold. 1901. pp. 52. 


Democracy and 
New York: Mac- 
12mo. pp. 281. 


[The work and aims of the guild 
of handicrafts in East London. ] 
BERTRAND (L.). Histoire de la 


coopération en Belgique. Les 
hommes, les idées, lesfaits. Brus- 
sels: Dechenne. 1901. 8vo. pp. 


120. 2.50 fr. 

Bureau (P.). Le contrat de tra- 
vail. Le réle des syndicats pro- 
fessionnels.. Paris: Alcan. 1902. 
8vo. pp. 276. 6 fr. 

CARRARO (G.). Le clausole tutrici 
del lavoro negli — pubblici. 
Verona: Druc 21. 

Coutet (C. E.). iBaucated Work- 
ing Women: The Economic Posi- 
tion of Women Workers in the 
Middle Classes. London: King. 
1902. 8vo. pp. 1382. 2s. 6d. 

Ductavux (E.). L’hygiéne sociale. 
Paris: Alcan. 1902. 8vo. 6 fr. 
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Fouxs (Homer). The Care of Des- 


titute, Neglected, and Delinquent 
— New York: Macmillan. 


Gipson (J. W.) and Croeman 
(W. H.). The Colored American 
from very to Honorable Citi- 
zenship. Atlanta: I. L. Nichols. 
1902. pp. 732. 

GroTrsaHN (Dr. Alfr.). Ueber 
Wandl in der Volksernihr- 
ung. pzig: Duncker & Hum- 
blot. 8vo. pp. 79. 1.60 m. 

[In Schmoller’s Staats- und 
che Forsch- 


ungen.) 
“wie Labiuten oamaietion. 
on, oO ion 
comités de patronage, sociétés de 
construction et de crédit. Brus- 


sels: Lebégue. 1901. S8vo. pp. 
83. 2.50 fr. 

Howe. (G.). Labor tion, 
Labor Movements, Labor ers. 
London: Unwin. 1902. 8vo. 
pp. 524. 10s. 6d. 


[Chiefly concerned with those 
movements in which the author 


was mally concerned. ] 
Hurt (J.). gréves. Préface 
de M. Paris: Revue 


InvkEA (F.). Il comune e la sua 
funzione sociale. Rome: Soc. 
italiana cattolica. 1902. 2.501. 

Kuren (Dr. Ernst). Minimallohn 
und Arbeiterbeamtentum. Jena: 
G. Fischer. 1902. 8vo. pp. 240. 


6 m. 
[In Piersdorff’s Abhandl .] 
Korn (A.). Contribution a l’étude 
de la législation impériale alle- 
mande sur les assurances ouvriéres 
et specialement sur |’assurance 
des invalides. Dijon: Venot. 
1901. 8vo. 
[An account of the history of 
compulsory insurance in Germany 
by a pronounced advocate of the 


system. ] 

Lamp (Dr. Karl). Das dsterreich- 
ische Arbeiter-Krankenversicher- 
po teen u. — Praxis. Beob- 

tungen e. Verwaltungsbeam- 
ten. Lei : Duncker & Hum- 
blot. 1902. 8vo. pp. 166. 3.60m. 
{In Schmoller’s Staats- und 
socialwissenschaftliche Forsch- 


ungen.] 
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LoUVARD (M.). La protection des 
salaires dans les marchés de four- 
nitures et de travaux publics. 
a Giard. 1901. 8vo. pp. 

Matreotti (M.). L’ assicurazione 
contro la disoccupazione. Turin: 
Bocca. 1901. pp. 276. 51. 

MUENSTERBERG (Emil). Biblio- 
graphie des Armenwesens. 1, 

achtrag. Berlin: C. Heymann. 
1902. 8vo. pp. 74. 1.20 m. 

PELLOUTIER (F.). Histoire des 
bourses du travail. Introduc- 
tion par Georges Sorel. Paris: 
Schleicher. 1902. 12mo. pp. 
232. 3.50 fr. 

RayNAvupD (Barthélemy). Le con- 
trat collectif de travail. Paris: 
Arthur Rousseau. 1901. pp. 365. 

[An exhaustive study of col- 
lective bargaining between em- 
ployers and employees from both 
the economic and legal aspects. ] 

Razous (P. et A.). Réglementa- 
tion du travail industriel. Com- 
mentaire pratique. Paris: Berger- 
Levrault. 1901. 8vo. pp. 328. 

REPORT OF COMMITTEE OF FIF- 
TEEN. The Social Evil, with 
Special Reference to Conditions 
existing in New York. New 
York: G. P. Putnam’s Sons. 8vo. 
pp. 188. $1.25. 

[A clear statement of the prob- 
lem, of the various attempts at 

ation, and of the practical 
difficulties both from the moral 
and the sanitary standpoints. A 
valuable contribution. ] 

ScHMOLLER (Gust.). Die historische 
Lohnbewegung von 1300-1900 und 
ihre Ursachen. Berlin: G. Reimer 
in Komm. 1902. 8vo. pp. 16. 
.50 m. 

[Aus: Sitzungsber. d. preuss. 
Akad. d. Wiss. ] 

ScHRIFTEN der _ internationalen 
Vereinigung fiir gesetzlichen Ar- 
beiterschutz. Jena: G. Fischer. 
1902. 8vo. pp. 289. 4m. 

[No. 1. Berichte und Verhand- 
lungen der konstituierenden Ver- 
sammlung, abgeh. zu Basel, am 
27. ix. 1901.]: 

ScHWEIZER ARBEITERSEKRETA- 
RAT . Arbeitlosen-Unterstiitzung 
u. Arbeitsnachweis. Bericht an 
das schweiz. Industrie - Depart- 





























ment vom schweizer Arbetiersek- 
retariat. Ziirich: Buchh. des 
schweiz. Griitlivereins in Komm. 
1902. 8vo. we. 287. 3m. 
Sravus (Dr. ). Aus den Er- 
fahrungen e. stidtischen Armen- 
sekretars. Ziirich: Fasi & Beer in 
Komm. 1902. -8vo. pp. 81 and 


1pl. 2.40 m. 

Pen abrsblatt der Ziircherisch- 
en Hii ellschaft. 

seurven Waaa. F.). Studien zur 
Geschichte der englischen Lohn- 
arbeiter, m. besond. Beriicksicht. 
der Verinderungen ihrer Lebens- 
haltungen. Stuttgart: Hobbing 
& Biichle. 1902. 8vo. pp. 160. 


3 m. 
[II. Bd. 1 Thl. 1730-1860.] 
STRAFFORELLO (G.). Le battaglia 
per la vita e la scelta di una pro- 


fessione. Milan: Hoepl. 1902. 
12mo. pp. 430. 3.501. 
TrfFAInE (P.). Les laiteries co- 
opératives de France. tude 
@économie et de_ législation 
rurale. Lille: Robbe. 1901. 
8vo. pp. 366 


VERHANDLUNGEN des Vereins f. 
Socialpolitik iib. die Wohnun; 
frage u. die Handelspolitik. Leip- 
zig: Duncker & Humblot. 1902. 
a . Vobn aa in Wi 

e Wohnun n en, 
Budapest, u. feantreich. Der 
deutsch - oesterreich - ungarische 


Handelsvertrag vom 6. xii. 1891.] 
ZACHER (Geh. . R.). Die Ar- 
beiterversicherung in Spanien. 
Berlin: Verlag d. Arbeiter-Ver- 
sorgg. A. Troschel. 1902. 8vo. 
pp. 2m. 
In Periodicals. 


Commons (John R.). Physical Vigor 
- — Employees. Yale Rev., 
e 


Epwarps (C.). Do Trades-unions 
limit Output? Contemporary 


Rev., Jan. [A reply to articles 
in the Times on the ‘Crisis in 
British Industry.” 

Epwarps (C.). hould Trade- 
unions be incorporated? Nine- 
teenth Century, Feb. 

Ga.ton (Francis). 


The Possible 
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aeeens of the Human Breed 

under Existing Conditions of Law 
and Sentiment. Pop. Sci. Monthly 
Jan. [The second Huxley Lect- 
ure of the Anthropological In- 
stitute. ] 

Laws (J. B.). The Negroes of Cin- 
clare Central Factory and Calu- 
met Plantation, Louisiana. Bulle- 
tin of the Department of Labor, 
Jan. [The groups included in 
this study are regarded as typi- 
cal of the sugar plantations in 
Louisiana. ] 

Lerst (Prof, A.). Die Strafgewalt 
moderner Vereine. Jahrb. f. Ge- 
setzg., 26, Heft 1. os in 
neuerer Zeit die Vereins-freiheit 
mehr und mehr zur Freiheit der 
Vereinsregierungen wird, die Frei- 
heit von Vereinsmitgliedern zu un- 
terdriicken, findet wenig Beacht- 

Marureson (G.). Some Aspects of 
Profit-sharing. Econ. Rev., Jan. 

MUnNsTERBERG (E.). Poor Relief in 
the United States, I. and II. 
Amer. Journ. of Soc., Jan. and 
March. [An interesting review 
by a German expert. 1. Corrup- 
tion must be overcome by civil 
service reform and the creation 
of State boards of supervision. 
2. Evils of division and absence 
of system are noticeable in all 
American charities. ] 

MuTscHLeR (C.). Le mouvement 
co-opératif en Suisse. Rev. 
d’Econ. Pol., March. 

Nrexavs. Die Pensionskasse, die 
Krankenkassen und die Unfall- 
versicherung der Arbeiter bei der 
preussisch-hessischen Eisenbahn- 
gemeinschaft im Jahre 1900. Ar- 
chiv f, Eisenbahnw., 1902, Heft 1. 

Powe (L.). Die Erhebungen der 
Gewerbe- Aufsichtsbeamten iiber 
die Fabrikarbeit verheirateter 
Frauen. Jahrb. f. Gesetzg., 26, 
Heft 1. [Conclusion.] 

VANDERWELDE (E.). La co-opéra- 


tion rurale en Belgique. Rev. 
d’Econ. Pol., Jan., Feb. 
WEYLE (Walter E.). Labor Condi- 


tions in Mexico. Bulletin of the 
Department of Labor, Jan. 

Wotrr (H. ig J Co-operation in 
Italy. Econ. Rev., Jan. 
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II SOCIALISM. 


Gatti (G.). Socialisme et l’agri- 
culture. Avec un introduction de 
G. Sorel. Paris: Giard et Briere. 


18mo. — aeaititahies 
[Traces the encies va- 

rious lines of culture toward 

co-operation and concentration of 


ownershi: 
JAURES up] Etudes socialistes. 


Paris: Ollendorff. 1902. 18mo. 
pp. 270. 3.50 fr. 
Lavy (A.). L’ceuvre de Millerand. 


Un ministre socialiste, Juin 1899- 
Janvier 1902. Paris: Soc. nouv. de 
libr. 1902. 18mo. pp. 444. 3.50fr. 

[A laudatory account of M. 
Millerand’s ministerial activities, 


Nossie (Dr. Alfr.). Revision des 
smus. Berlin: Akadem. 
Verlag f. sociale Wissenschaften. 


1902. S8vo. . 594. 12m. 
[Vol. IL, Pt. 2. Das System 
des Socialismus. 

Smions (A. M.). The American 
Farmer. ms Charles H. 
Ker & Co. 1902. 12mo. pp. 
208. 50 cts 


[An attempt to bring the history 
of American agriculture under the 
Marxian theory of historical de- 
velopment. ] 

Worms (R.). Collectivisme et la 
= riété rurale. Paris: Giard et 

riere. 8vo. 1.50 fr. 


and a collection of his addresses. ZAPPOLA (G.). Socialismo contro 
Nou (O.). Le socialisme et socialismo. Milan: Cogliati. 1901. 
— sociale. Paris: Pedone. 12mo. pp. 407. 31. 
902. 8vo. pp. 600. 10 fr. 
IV. LAND. 
Branpt (A. de). Droit et cou- Pévolution économique qui se 


tumes des populations rurales de 
la France en matiére successorale. 
Traduit de Jlallemand par E. 
Régnier, avec préface de G. 
Blondel. Paris: Société du re- 
cueil général des lois. 1901. 
[The conclusion is that the too 
= division of the soil in France 
restricted its productivity, and 
has thus restrained the birth-rate 
and the growth of population.] 

CavVAGNARI (C.). Osservazioni e 
notizie sul contratti agrari e sul 
contratto dilavoro. Rome: Stam- 
peria Reale. 1901. 

Exper (F. S.). The Public Lands 
of O oma; or, What are you 
going to do about it? Norman, 

kla.: F.S. Elder. 1902. pp. 50. 

Frour pE SAInT-GENIs. La 

Propriété rurale en France. 

( couronné en 1901 par 

Académie des Sciences morales 

et politiques.) Paris: Armand 

Colin. 1902. 8vo. pp. 445. 6 fr. 
Considers the historical de- 

velopment of the three classes of 

land-owners in France and their 
future positions. ‘‘Le réle pré- 
pondérant et civilisateur p ae 





continue, est réservé & la moyenne 
propriété.” ] 

Howarp (Prof. W.H.). Die Pro- 
duktionskosten unserer wichtig- 
sten Feldfriichte. Auf Grund der 

ebnisse von 140 Wirtschaften 
wahrend der letzten 3 bis 5 Jahre 


bearbeitet. Berlin: P. Parey. 
1902. 8vo. pp. 84. 1.50 m. 
HuscHke (Dr. Leo). Landwirt- 


schaftliche Reinertrags - Berech- 
nungen bei Klein,- Mittel- und 
Grossbetrieb, dargelegt an t 
ischen Beispielen Méittelthiirin- 
s. Jena: G. Fischer. 1901. 
Oo. pp. 190. 4.50 m. 
[In Abhdingn. d. staatsw. Semi- 
nars zu Jena. 
MAIER-BopDE (Fr.) and NEUMANN 
(Dr. C.). Die Getreideverkaufs- 
mossenschaften, ihr Nutzen, 
Griindung und ihre Einricht- 
ungen, nebst Beschreibgn. iib. 
den Betrieb u. die geschaftl. Re- 
sultate einzelner besteh. Getreide- 
absatz - u. Kornhausgenossen- 
schaften in Deutschland. Stutt- 
gart: E. Ulmer. 8vo. pp. 393 
and illustrations, 6.80 m. 
MEITZEN (Aug.). Zur Agrarge- 
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schichte Nord-deutschlands. Ber- 
lin: P. Parey. 1902. 8vo. pp. 
184. 6 m. 

[Aus: Der Boden und die land- 
wirtschaftl. Verhiltnisse des 
preuss. Staates. ] 

Tscuuprow (Alex. A.). Die Feld- 
meinschaft, Eine ed 

ntersuchung. Strassburg: K. J. 
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me. 1902. 8vo. pp. 315. 
m, 
[In Abhandlungen aus dem 


staatsw. Seminar zu Strassburg. ] 
In Periodicals. 


Masi-Darr (E.). La_ situazione 
— e il possibile rimedio. 
‘orma Sociale, March. 


V. POPULATION, EMIGRATION, AND COLONIES. 


BieELow (Poultney). The Chil- 
dren of the Nations: A Study of 
Colonization and its Problems. 
London: Heinemann. Pp. 365, 

CaupecotrT (A.). English Colon- 
ization and Empire. With a su 


plemen chapter by F. A. Kirk- 
patrick. mdon: Murray. 1901. 
8vo. pp. 300. 


CoLQuHOUN (A. R.). The eae 


of the Pacific. London: Macmi 

lan. 1902. 8vo. pp. 440. $4. 

[Gives an excellent description 
of the geographical, economic, and 
social conditions in the Pacific 
Islands, and of the colonial poli- 
cies of the United States, Great 
Britain, Holland, Japan, and other 
powers. | 

FERLET (J.). L’abaissement de la 
natalité & Rome et la dépopulation 
des campagnes. Les réformes 
d’Auguste. Paris: Leroy. 1902. 
8vo. pp. 184. 2.50 fr. 

LavRENT (L.). L’or dans les col- 


onies francaises. Paris: Chal- 
lamel. 1901. 8vo. 5 fr. 

P&LATAN (L.). Les richesses mi- 
nérales des colonies francaises, 
rag Le Soudier. 1902. 8vo. 

r. 

Petit (M.). Les colonies francaises. 
Petite encyclopédie coloniale. 2 
vols. Paris: Larousse. 1902. 8vo. 
pp. 770, 7. 20 fr. 

UNSIGNED. Congrés internationale 
de la marine marchande (4 au 12 
aoiit, 1900). Compte rendu des 
travaux et des séances. Paris: 
Challamel. 1901. 8vo. 15 fr. 


In Periodicals. 


KELLER (Albert G.). Colonial Pol- 
icy of the Germans. Yale Rev., 
Feb. [‘'The vital error in the 
German policy has been the at- 
tempt to carry over to the colonies 
the complex military and adminis- 
trative system of the home-land.’’] 


VI. TRANSPORTATION AND EXCHANGE. 


Fireer (E.). Die wirtschaftliche 
und technische Entwicklung der 
Seeschiffahrt von der Mitte des 19 
Jahrh. bis auf die Gegenwart. 
Leipzig: Duncker & Humblot. 
1902. 8vo. pp. 152. 3m. 

[In Schriften des Vereins fiir 
Socialpolitik.] 
Goro (Dr. Rokuya). 

Seeschiffahrt. Berlin: E. 


ing. 1902. 
No. 15 in Ebering’s Rechts- und 
staatswissenschaftliche Studien. } 
Guyor (Y.). 500 millions & l'eau. 


Die japanische 
Eber- 


Les voies navigables et le pro- 

gramme Baudin. Paris: Guillau- 

min et Cie. 18mo. pp. 60 and 
map. 1 fr. 

[Argues that the canals could 
not hold their own against the 
railways if the latter were allowed 
to make their rates on the princi- 
ple of what the traffic will bear. ] 

HorteR (Dr. Herm.). Studien ub. 
den deutschen Brot-Getreidehan- 
del in den J. 1880-1899, insbeson- 
dere iib. den Einfluss der Staffelta- 
rife u. der aufhebg. des Identi 
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tatsnachweises. Jena: G. Fischer. 
fin Peters Randlngen. 
orff’s jungen. 
Kgen (F. N.). Tramway Com 
ies and Local Authorities. n- 
don: Merritt & Hatche. 1902. 
[A compilation of existing ar- 


LaFF a a L’organisati 
ITTE (+) ion 
commerciale Xe notre réseau de 
voies navigables. Paris: Roustan. 
1902. 8vo. 1.50 fr. 
Lesprinats (V. de). Supériorité des 
chemins de fer cn eel moyen 
économique de _ transpo 
grés a réaliser par Putiltsation des 
chemins de fer pour — les 
canaux. Limoges: H. Du- 
courtieux. 1901. AY 
[Etude faite pour la BRambre 
de Commerce de Nancy. ] 
Mazoyer, RiGAux, GALLIOT ET 
yy La navigation ao pe 
avec 62 figures et un grand a 
4 18 Ty Paris: Bernard. 


20 fr 
pera (C (G.). The English Railway 


Position, with an Introduction by 
G. 8. Gibb. London: The Statist. 


1902. 

PrEssEL (W. von). Les chemins 
de fer en Turquie d’Asie. Pro- 
jet d’un réseau complet. Paris: 
Charles. 1902. 8vo. pp. 96. 
2.50 fr. 

SoNDEREGGER (C.). L’achévement 
du de Panama. Paris: 
_ 1902. 8vo. pp. 200. 9 


a (C. J.). La marine mar- 
chande belge et ses chantiers. 
Brussels. Imp. nouv. 1901. 8vo. 

we 92. 2.60 fr. 

ALL (W. W.). British Railway 
Finance a Guide to Investors. 
London: Richards. 1902. 8vo. 
pp. 422. 6s. 


In Periodicals. 


Waener. Ueber die wirthschaft- 
liche Lage der Binnenschiffahrts- 
unternehmungen in Grossbritan- 
nien und Irland. Archiv f. Eisen- 
bahnw., Heft 1. [Conclusion.] 


VII. INTERNATIONAL TRADE AND CUSTOMS LAWS. 


GrretTi (E.). 4 e ee dng 
e. ux : 
Toot. p. 284, 2.50 1. 

GoLpaA ( jus “ Russland und 
Deutschland. Im ote oe 
Revue. Berlin: 

1902. 4to. pp. 28. Zz m. vaaae. 


(eeued monthly, in German and 

in Russian. 

KAISERLICHES STATISTISCHES AMT. 
jw me auswiartiger des deutschen 


jets (1889-1900). Berlin: 
er & Miihlbrecht. 1901. 
4to. 828. 2m. 
PoHLE f. Ludw.). Deutschland 
am Scheidewege. tun; 
tib. die —, volks' 


schaftl. 
kiinft. Handelspolitik Deutsch- 
lands. Leipzig: B. > Teubner. 


dels u. des Auswandererwesens. 





Vienna: JBeck’sche Hofbuch. 
1902. 8vo. = 12 m. annually. 
[No. 1; to be issued monthly.] 


VANDERLIP (F. A.). The Ameri- 

can ‘*Commercial Invasion’’ of 

aly a York: Scribners. 
1902. Ls Msg 

[Repu lished from Scribner's 
Magazine. ] 

VoGcEtste (Dr. Thdr.). Die In- 
dustrie der Rheinprovinz 1888- 
1900. Ein Beitrag zur Frage der 
ae as me | der Kartelle. 
Stuttgart: J. G. Cotta. 1902. 
8vo. . 122. 3m 

In Munchener volkswirtschaft- 
liche Studien. ] 


In Periodicals. 
CAILLARD (Sir V.). Foreign Trade 


and Home Markets. ational 
Rev., March. 
Cuerrcr (L.). Le importazioni 


ed esportazioni temporanee. 
Giorn. degli Econ., March. 
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ConRAD (J.). Die Agrarzdlle in der 
Zolltarifvorlage im Deutschen 
Reich. Jahrb. f. Nat. Oek., 23, 
Heft 2. 

Crozier (J. B.). Free Trade or 
Protection for England. Fort- 
nightly Rev., March. 

ELLINGER (B.). Thirty Years’ Ex- 
port Trade: British and Irish 
—— 1870-99. Econ. Rev., 
Jan. 

FarquHar (A. B.). The Manu- 
facturer’s Need of Reciprocity. 
Annals Amer. Acad., March. [‘* A 
government seeking to aid the 


producer by assuring him a mar- 
ket for his product has a special 
function with regard to producers 
of goods that can be exported.’’] 

Hosson (J. A.). The Approaching 
Abandonment of Free Trade. 
Fortnightly Rev., March. 

Pa@e (T. W.). The Earlier Com- 
mercial Policy of the United 
States. Journ, Polit. Econ., 
March. 

WIESINGER (C.). Handelsvertrige 
und Handelspolitik. Ann. d. 
Deutsch. Reichs, 1902, Nos. 1 and 
2. [Conclusion.] 


VIII. MONEY, BANKING, CREDIT, AND PRICES. 


ANDRE (J.) et GousarRpD (E.). 
{tude sur le crédit agricole en 
France. Rouen: Gy. 1901. 8vo. 
pp. 177. 

BABELON (E.). Traité des mon- 
naies grecques et romaines. Vol. 
I. Théorie et doctrine. Paris: 
Leroux. 1902. 4to. 30 fr. 

BonsALu (C.). Money: Its Nature 
and its Functions. Salem, Ohio: 
M. S. Schwartz. 1902. pp. 103. 
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